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CAN A USPS-RUN HEALTH PLAN HELP SOLVE 
ITS FINANCIAL CRISIS? 


TUESDAY, MARCH 27, 2012 

House of Representatives 
Subcommittee on Federal Workforce, U.S. Postal 

Service and Labor Policy, 
Committee on Oversight and Government Reform, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 9:35 a.m., in Room 
2154, Rayburn House Office Building, Hon. Dennis Ross [chairman 
of the subcommittee] presiding. 

Present: Representatives Ross, Amash, Issa (ex officio) Jordan, 
Gowdy, Lynch, Norton, Connolly, Davis and Cummings (ex officio). 

Staff Present: Ali Ahmad, Majority Deputy Press Secretary; Mi- 
chael R. Bebeau, Majority Assistant Clerk; Robert Borden, Majority 
General Counsel; John Cuaderes, Majority Deputy Staff Director; 
Adam P. Fromm, Majority Director of Member Liaison and Floor 
Operations; Linda Good, Majority Chief Clerk; Seamus Kraft, Ma- 
jority Director of Digital Strategy and Press Secretary; Justin 
LoFranco, Majority Press Assistant; Jeffrey Post, Majority Profes- 
sional Staff Member; Peter Warren, Majority Policy Director; Ken- 
neth John, Majority Detailee; Jaron Bourke, Minority Director of 
Administration; Kevin Corbin, Minority Staff Assistant; Ashley 
Etienne, Minority Director of Communications; Angela Hanks, Mi- 
nority Counsel; Jennifer Hoffman, Minority Press Secretary; Adam 
Koshkin, Minority Staff Assistant; and Adam Miles, Minority Pro- 
fessional Staff Member. 

Mr. Ross. Good morning. I would like to welcome everyone to the 
Subcommittee on Federal Workforce, U.S. Postal Service and Labor 
Policy. Our hearing today is. Can a USPS-Run Health Care Plan 
Survive its Financial Crisis? 

I will call the Committee to order and begin with the tradition 
of Oversight Committee and its subcommittees with the mission 
statement of the Oversight Committee. 

We exist to secure two fundamental principles: first, Americans 
have a right to know that the money Washington takes from them 
is well spent and, second, Americans deserve an efficient, effective 
government that works for them. Our duty on the Oversight and 
Government Reform Committee is to protect these rights. 

Our solemn responsibility is to hold government accountable to 
taxpayers, because taxpayers have a right to know what they get 
from their government. We will work tirelessly in partnership with 
citizen watchdogs to deliver the facts to the American people and 
bring genuine reform to the Federal bureaucracy. 

( 1 ) 
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This is the mission of the Oversight and Government Reform 
Committee. 

I will begin with my opening statement. After we do some open- 
ing statements, I may have to either suspend or turn the gavel 
over to run and do a vote over in Judiciary, but it would just be 
three to five minutes. I respect everybody’s time and I am grateful 
that you are here. 

I will now recognize myself for an opening statement. 

A vibrant, healthy Postal Service is critical to our economy. Vir- 
tually everyone in the mailing industry, paper manufacturers, 
printers, catalog companies, and advertisers, rely on the Postal 
Service. These jobs, and many others, are directly tied to a healthy 
Postal Service. The mailing industry as a whole accounts for nearly 
8.7 million employees and generates $1 trillion in economic activity 
each year. 

Unfortunately, the United States Postal Service continues to in- 
adequately respond to Americans’ transition to digital communica- 
tion and the related decline in first class mail volume, in large part 
due to an oversized workforce whose labor costs account for ap- 
proximately 80 percent of the Postal Service’s operating expenses. 

As a result, today the Postal Service is facing the most signifi- 
cant financial challenge in its history and is on the brink of default, 
threatening the existence of hundreds of thousands of jobs all 
across America. Under the leadership of Postmaster General 
Donahoe, the Postal Service has made recent strides in improving 
the fiscal standing of the USPS. While I commend Mr. Donahoe for 
his commitment to implementing cost-cutting measures, the finan- 
cial situation of the Postal Service remains untenable. 

In response to this fiscal crisis, the Postal Service recently pre- 
sented its five-year business plan to profitability. The USPS plan 
details a need to cut $22.5 billion in annual expenses by 2016 in 
order to keep pace with diminishing consumer demand for mail. 
The plan contains elements USPS can implement on its own and 
those that would require congressional approval. 

The centerpiece of this plan involves shifting USPS employees 
and their retirees from the Federal Employee Health Benefits Plan, 
FEHBP, to a new USPS-run health plan. Today’s hearing will ex- 
amine many of the aspects of the Postal Service’s business plan, 
and I thank the witnesses here today for testifying. 

On a personal note, I do want to thank Mr. Donahoe, who I have 
come to deal with over the last 18 months and appreciate your ef- 
forts in trying to do all that you can to save the Post Office. When 
we met a couple of weeks ago, you indicated that you came from 
Pennsylvania and saw the occurrence of the rust belt, and that ac- 
tion there was not taken quick enough to save an industry. You are 
committed to saving this industry and I, along with you, am com- 
mitted to saving this industry and making sure that the Post Office 
is around for well over another 200 years, that it is running effi- 
ciently, effectively at the service level the American public deserve 
and expect. So I thank you for being here. 

With that, I will now recognize the Ranking Member of the full 
Committee, Mr. Cummings, for an opening statement. 

Mr. Cummings. Thank you very much, Mr. Chairman. I want to 
thank you for calling this hearing. 
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The Postal Service recently issued its five-year plan of profit- 
ability in which it proposes achieving $20 billion in savings by 
2015. The Postal Service estimates that it can achieve $10 billion 
in cost savings without legislation, but it will require congressional 
action to realize the remaining $10 billion in savings. 

According to the Postal Service’s plan, the bulk of those savings, 
$7 billion, would be realized if Congress authorized the Postal 
Service to take its employees and retirees out of the Federal Em- 
ployees Health Benefit Plan and put them into its own health care 
plan. 

Currently, the FEHBP covers more than 9 million Federal em- 
ployees and their families nationwide. Employees enrolled in 
FEHBP can choose from among 200 different health care plans. 
The Postal Service contends that it could manage employee health 
insurance better than the Federal Government as a whole. 

I want the Postal Service to succeed in the long run. I believe 
the Postal Service serves a unique and irreplaceable function in our 
society; that it is a necessary part of our Nation’s economic and so- 
cial future. But I am quite skeptical that the Postal Service can or 
should manage its own health insurance system. I suspect that the 
achievable cost savings will come not from shrinking health care 
costs, but from shifting them onto employees. Postal employees 
would likely receive less coverage under the Postal Service plan 
and they would pay a greater share of their health bills. Postal an- 
nuitants would also pay more, as they would be faced with paying 
an increasing share of their health care from their fixed retirement 
incomes. 

I look forward to hearing from the Postmaster today about his 
proposal and about these concerns. 

I am also concerned with regard to the issue of possibly raising 
rates. One of the things that we have seen is a decrease in first 
class usage of the Postal Service. When we raise rates, which we 
may very well have to do, the question becomes will we continue 
to lose business. I think that is a very important thing that I know 
Mr. Donahoe will address. 

I also want to hear from him as to how he is going to grow the 
Postal Service business and what new authority he needs from 
Congress in order to make the Postal Service as relevant to Amer- 
ica’s future as it was to our past. 

So, Mr. Chairman, I want to thank you for your courtesy, and 
I yield back. 

Mr. Ross. Thank you, Mr. Cummings. 

When Mr. Lynch, the Ranking Member of the Subcommittee, ar- 
rives, I will also allow him an opportunity to have an opening 
statement. 

With that, members may have seven days to submit opening 
statements and extraneous material for the record. 

We will now welcome our first panel. Mr. Patrick Donahoe is 
Postmaster General and CEO of the United States Postal Service. 

Mr. Donahoe, as you are aware, pursuant to Committee rules, all 
witnesses will be sworn in before they testify. If you don’t mind, 
please stand and raise your right hand. 



4 


Do you solemnly swear or affirm that the testimony you are 
about to give this Committee will be the truth, the whole truth, 
and nothing but the truth? 

[Witness responds in the affirmative.] 

Mr. Ross. Let the record reflect the witness answered in the af- 
firmative. 

Thank you. As you know, your written testimony is before the 
Committee. We like to limit it to five minutes. This is a crucial 
issue. I am grateful for you being here. With that, Mr. Donahoe, 
you are recognized for an opening statement. 

STATEMENT OF PATRICK DONAHOE, POSTMASTER GENERAL 
AND CEO, UNITED STATES POSTAL SERVICE 

Mr. Donahoe. Thank you, Mr. Chairman. Mr. Chairman and 
members of the Subcommittee, good morning. Thank you for sched- 
uling this important hearing. I appreciate the opportunity to testify 
about the financial state of the Postal Service, about our five year 
plan to restore the Postal Service to profitability and long-term fi- 
nancial stability, and about our proposal to manage health care in- 
surance for Postal employees and retirees. 

America depends on a financially strong Postal Service. The 
Postal Service provides a vital national delivery platform that is 
part of the bedrock infrastructure of the American economy. It sup- 
ports a $900 billion mailing industry that employs 7.5 million peo- 
ple. Every American residence and business depends on a regular, 
secure, and affordable delivery of mail and packages. 

Nevertheless, due to a rise in electronic bill payment and the eco- 
nomic recession that began in 2008, the Postal Service has been in 
a financial crisis. In response to a 25 percent decline in the use of 
first class mail, the largest and most profitable part of our busi- 
ness, the Postal Service has aggressively cut costs and taken the 
responsible steps to return to profitability. 

We have generated cost savings of $10.5 billion since 2008 and 
have reduced the size of the workforce by 106,000 employees, and 
done so without layoffs or disruption in service. Indeed, our service 
levels have never been higher. 

Unfortunately, we cannot emerge from our financial crisis within 
the current legal framework. Absent a legislative remedy, the Post- 
al Service will default this fiscal year on mandated prepayments to 
the Postal Service Retiree Health Benefit Fund. And as troubling 
as our current cash crisis is, these near-term shortfalls pale in com- 
parison to our long-term financial challenges. 

Mr. Chairman, the Postal Service has put forth a comprehensive 
five-year plan that provides a clear path towards financial stability. 
Our plan would enable the repayment of all existing debt and fully 
fund future health care obligations. Our plan will also position the 
Postal Service to better meet the changing mailing and shipping 
needs of the American public. 

The plan we have developed is the result of an exhaustive proc- 
ess of evaluating every appropriate option to reduce costs and re- 
tain or grow revenue. We have worked with Evercore Partners, one 
of the Nation’s leading restructuring firms, to validate our ap- 
proach. At the core of the plan is a reduction in annual costs of 
$22.5 billion by the year 2016. Our plan calls for, and we are ag- 
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gressively pursuing, the realignment of our mail processing, retail, 
and delivery operations. This realignment of the operational net- 
work is expected to yield more than $9 billion in annual cost reduc- 
tions. 

Among the major legislative reforms we are recommending, the 
most significant includes enabling the Postal Service to provide em- 
ployee and retiree health benefits independent of the Federal pro- 
grams. This has the potential to produce approximately $7 billion 
in annual cost reductions and eliminate the need for any further 
scheduled prefunding of retiree health benefits. If provided the au- 
thority to do so, we believe that we can provide our employees and 
retirees with the same or better health cover for significantly less 
cost. Both our employees and retirees and the Postal Service would 
end up paying lower premiums. 

Mr. Chairman, without legislative reform that quickly enables 
meaningful operational changes in cost reductions, the Postal Serv- 
ice could incur annual losses as great as $21 billion by the year 
2016. As a result, it is not inconceivable that the Postal Service 
may soon require appropriations greater than $20 billion a year. 
Fortunately, such an outcome is entirely avoidable. The Postal 
Service does not want to become a burden to the American tax- 
payer. 

The Postal Service is currently recording a loss of $25 million a 
day. If our plan is fully implemented, we could record a profit of 
$6 million per day by 2016 and be debt free. We believe the plan 
we have proposed for the consideration of Congress is a strong one. 
Our plan would restore the Postal Service to profitability and fi- 
nancial stability; it would enable the Postal Service to meet its uni- 
versal service obligations and continue to provide secure, reliable, 
and affordable service to the American public. 

We believe it is a responsible approach that is fair to our cus- 
tomers and fair to our employees, as well as fair to the American 
public to which we serve. 

I look forward to discussing this with you today and would be 
more than pleased to take any of your questions. Thank you very 
much. 

[Prepared statement of Mr. Donahoe follows:] 



6 



STATEMENT OF 

POSTMASTER GENERAUCEO PATRICK R, 0OMAHOE 

BEFORE THE 

SySCOMMITTEE ON FEOERAt WORKFORCE. U.S. POSTAL SERVICE & LABOR POUCY 
ONITED STATES HOUSE OF REPRESENTATIVES 

MARCH 27, 20t2 

Good morning, Mr. Chairman, and members Of tise Committee. Thank you for the invitation and 
thank you, Mr, Chairman, for calling this hearing to discuss recent Postal Service proposals to cut 
S22,5 billion in costs by 2016, and also provide details on the Postal Service's proposal to 
sponsor its own health care program. 

My testimony provides a brief synopsis of the Postal Service’s Plan to ProfrtabBty, also known as 
Our Five-Year Business Plan, and contains a deeper discussion of the largest single componertl 
of that plan - reducing the Postal Service's health care costs by sponsoilng our own health care 
plan. The Plan to Profitability, created by the Postal Service, has been subjected to rigorous 
independent rewew. Implementation of these strategies - and realization of the substantial 
sawngs they wi produce - is irrtegral to the future of the Postal Service. We are confident tttal 
the imipfementation of these proposals wilt sustain the Postal Service well into the Mure,. 

The Postal Service fe at a crossroads. Our business model is broken . We have inaiWcient 
revenue to csovet our costs and are rapidly approaching our statutory debt M Of $15 Miion. If 
the Postal Service were a private company, we would be engaged in Chapter f 1 bankruptcy 
proceedings. Our financial crisis is the result of a restrictive business model and a permanent 
and fundamental shift away from First-Class Mail. During the past five fiscal years, the Postal 
Service recorded cumulative losses of $25 billion. The reguirement to prefund Retiree Health 
Benefits fRHB), mandated by the Postal Acxx>untability and Enharmrmnt Acf of 2006 (PAEA), 
drove $21 billion of the five year losses. It should be noted that development of a Postal Service- 
sponsored health care plan will eliminate the need to make the prefunding payments mandated 
by the PAEA. It is dear our current operating costs are unsustainable. [Pigum 1] 
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Figure 1 

Ift tie ttee df these continued unsustainable and crippling losses, the Postal Service deveteped 
our Rve-Year Business Plan to enhance existing efforts and accelerate comptettofl of a tong- 
sianding goat of bringing the Postal Service back to financial stability. OUf plan te aggrassim 
Vife are taking steps within our control to implement the plan. However, there are imiations Oh 
what the Postal Servfce can accomplish on our own. Portions of the plan are outside the scope 
of the Postal Service’s control and are achievable only through enactment of legislafion. 
Congress wilt play a key rote in helping the Postal Service Close the widening gap between 
revenue and cost. The financial crisis facing the Postal Service demattds both immediate and 
comprehensive refonn. Absent any action at all, from Congress or the Postal Service, we could 
see deficits exceed $21 billion annually by 2016, with a net debt reaching over $92 billion by the 
end of 2016. [Figure 2J We do not have sufficient cash to pay $11.1 billion of RH8 pre-funding 
due later this fiscal year. Doing nothing is not an ofaron. 


2 




8 



Figure 2 

PLAN TO PROFITABILITY 

For fjwre toaw 230 yesrs, the Postal Service has fulfilled our core missiOh to i)W tho^ fiatiOft 
together, currently delivering to every address across the country. The Postai Serrrice eonWriues 
to be the core component of a mailing industry that employs over 7 % million Americans, working 
for thousands of companies and businesses - all of which are deeply invested in the mail. The 
mailing industry makes up approximatety 7 percent of the country's Gross Domestic Product 
(GDP). A review of the performance of postal service providers by the Oxford Strategic 
Consulting firm ranks the U.S. Postal Service the best postal serwce within the world’s top 20 
largest economies for access to serwces, resource efficiency and public trust. The study showed 
the Postal Service delivering 200 percent more efficiently than the next h^hest ranked post. The 
importarjce of a healthy and thriving Postal Service cannot be overstated. 

As previously noted, there are multiple factors contributing to the current financial problems that 
the Postal Service is experiencing. FirsTClass Mail, the most profitable class of mail, continues 
to rapidly deciine, largely due to ele<*onic divereton. First-Class Mail volume has declined by 25 
percent over the past five years, and Postal Servtee pno^ctions show that total mail volume will 
drop from 168 billion pieces in 201 1 to 144 MBon (Seces by 2016. At the same time, other factors 
combine to exacerbate the Postal Service’s financial sKuation. For example, prices on many 
products are capped at the rate of Inflation. Thfe lioWs the Postal Service's flexibility to adjust 
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costs continue to rise. These costs aceourt for 80 (»re«Tt of the Postal Service’s total costs, and 


Service operates on a fixed cost base that fe driven by delivery points, retail locations, mail 
ptocessing facilities, and six-day delivery. In tteMure, costs are projected to outpace revenue at 
an alamiing rate. 


The Five-Year Business Plan identifies various Srirtegies by which the Postal Service can realize 
substantial savings by 2016, The plan is based upon several straightforward and simple key 
objectives, [Figure 3} it includes aggressive atitoiis to reduce annual costs and deliver the 
changes needed to preserve our mission to provide secure, reliable, and affordable universal 
delivery service. The plan will advance economic growth, enhance oomme.rce, and provide 
comprehensive transformation for a long-term sustainable financial future. It requires no 
appropriated dcitars, and is fair to both employees and customers, Implementatfon of alt 
components of She plan Is essential to adiieving financial stability. A piecemeal approach * 
enacting only portions of the plan - or a delay in adoption of all proposals wilt decrease the 
projected overall savings. 



RoslniitUiniuj Objef-tivcs 


USPS’s Business Plan is based upon several key restructurtnt 
objectives that benefit all stakeholders 


delivety seiviee 

£3 Further economic growth and enhance comme.'oe 

0 Inclement comprehensive transformation for a long-term sustainabfo 
finanetal ftttuw 
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In ctavetoping our plan, tti« Postal Serwc» kfenUW areas over which we have control areas 
wbfcti reguite fegislatipn. aiicl areas wWeJii caJftr^a comWnation of solutions from both the Postal 
Service and Congress. Strategies indude the efficiency of the network, delivery 

Initiatives, increasing revenue geoeratiofi and address^ total workforce costs to achieve annual 
savings of $22.5 bitlion by 2016, [Figur 0 4} 



Figure 4 


Postal Service networtr costs are fixed and - as the network exists now - are too high fcr today's 
reduced mail volumes. Any responsible employer would not continue to operate unneeded 
facilities or en^loy more wortters than its business needs. The Postal Service needs the 
flexibility to realign its people and equipment to better match the precipftous decline in volume. 
Facilities must be re-evaluated and streamlined, and cost reductions must be realized for local 
Post Offices. The Postal Service is developing a number of alternatives to closing Post Offices 
(hat could sustain offices in rural communities at a reduced cost to the Postal Service. This is still 
in the discussion stage, but I will be happy to pfOvWe additional information as details are 
finalized. 


The plan also addresses the need to reduce the size of our network, which could bring a total 
projected annual savings of $9 MHon. These savings include $4.1 billion in mail processing and 
transportation costs, S2 billion in retail savit^s, and $3 biMion in delivery operations. To enable 
the changes in the postal physical infrastiutAife, sert^ standards (the number of days it takes 
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for mail to be deliverer! from one ZIP Code to asnoffiiei) must Ise revised Service standard 



under-ylilaed processing plants. 


Revenue management is also a key oorr^onent tOtlJe Plan to Profitability. We continue to 
impiement innovative new products and serviceis to generate new revenue. Wbiie we have 
considered and implemented a number of mcmnsental revenue opportunities, the Postal Service 
is limited in #s authority to provide non-postal serwes. And. research by external consultants 
shows that, even in European and other tiberaltew! posts, it is nol possible to achieve financial 
stability through revenue initiatives alone, wtthout a fundamental tAange in the business model 

The Plan to Profitability also contains initiatives to reduce workload and staffing. In response to 
declining mail volumes and to mcrease productivity, the Postal Service consolidated over 200 
mail processing facilities in the past five years from our peak number of 673 facilities in 20{B. in 
doing so, we have customarily provBed a “soft landing” for employees through retirements and 
reassigning staff, in an effort to minimize impacts on employees. {Figure 6} We have been, and 
continue to be, a responsible employer. 



Netwoik R.itiondli/Atron 


Q In mpon$« tn ctnointing vc^unrn and »n an affan to dttv^ 

idta aiifnimitad sq^projumalaly 2CN> mat |>rocassino fa^iitias ffiom 

IMNDt ooynt of €73 faoilHm In 200€ 

13 In dcHRS sos tHe has ^$toman!y providad a ‘'soft iandins^' N»r 

as a pan of Ns continuous fnocass Imptrovamant initltdlvas 







12 



employees are eligible for optional or early rSifefWetJt, The Plan to Profitability focuses on 



Pot&nlial “Soft Laiiciins ' for^pioyees 


0 Haff Of Cjtre&f 

Employees are 
retifement eligible 

'Q 263K total employees 

0 Nearly two times the 
needed reduction 




Figure 6 


Portions of the Plan to Profitability require targeted legislative changes. These changes 
represent annual cost reductions that wSI return the Postal Service to profitaMity. Strategies that 
require enactment of fegislation inotude the ability of the Postal Service prtan to transition to a five- 
day per week delivery model. The change in delivery frequency couk) save the Postal Service 
S2.7 biilion per year Equally important fe legislation directing the return of the overfunding of the 
Federal Employees' Retirement System (FERS), The Office of Personnel Management (OPM) 
has determined that the amount of otrerfunding stood at $1 0.9 billion as of September 201 0. and 
OPM has projected that it increased By an additional $500 million during FY 201 1 . Although the 
refund would not be a recutrtng annual savings in the Plan to Profitability, a legislative change 
that would allow the return of the FERS overffirfd*^ would provide vital cash flow for our 
immediate financial needs, as well as help to pay down debt. 
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The next section of this written testimony covers this in greater Oeta it. Reducing the density of 
the Postal Serwce's physical infrastrudure aiKl wtwrotk wi bring additional savings and increase 
efficiencies. Post Office optimization efforts are conttoaaify ewMng and the Postal Service is 
continuing to work toward solutions that wit! enable comrtKinities to retain retail access, under 
various scenarios. We continue to evaluate and oortsider multiple alternatives, which wil be 
shared upon reaching a final decision. 


The Postal Service wants to ensure our Plan to ProfitaWlity moves us irt the right direction, using 
sound business principles and effeaive strategies. The plan has been thoroughly examined and 
analyzed by an independent advisor. Evercore Partners, Inc. is one of the nation's leading 
independent investment banking firms. They have served as financial advisors on several major 
corporate restructuring efforts. They played an important role in analyzing Postal Service models 
and assumptions and validating the approach taken by management in developing the plan,. 

Their confidence in the strategies and their evaluation of the plan enhances the Postal Sendee’s 
confidence that these proposals will return the Postal Service to profitability. 



Executing on identified initiatives is Core to 
Aclciressinf} USPS's Financi..! Ci..jilfiifii--^ 
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The Postal Service's Plan to Profitabilly was also evaliiated in a nationa! survey conducted by 
the respected martet research firm, Opinion Research Corporation. The firm assessed 
corrsumers’ preferences for postal acifen to resolve the Postal Service's serious financial crisis. 

By a wide margin, customers prefer the Postal Sepi^ to implement major changes (56%) 
outlined in its comprehensive five-year (ton to proftaMay, induding eliminating Saturday delivery, 
consolidating mail processing plants, and t^angit^ service standards, over raising prices (18%), 
receiving a Corsgressiona! appropriation (15%), orffljtting employee salaries.'txtnef(ts (11%), 

The Plan to Profitability includes a Postal Servjt^-^nsored health care program that is 
independent of other federal health insurance progfatw. EstaWfehing a Postal Service- 
sponsored health care program represents the largest part of the Plan to Profitability's savirtgs. 
accounting for over $7 billion of annual savings. The plan includes the elimination of the RHB 
prefunding obligation estaWished in the PA6A, which wll save the Postal Service $5,5 billion to 
$5,8 billion annually through 2016, The plan also proposes to transfer current retirees into the 
Postal Service health program. The Postal Service (ton would be significantly more cost 
effective, would reduce health care costs by approximatety $1.5 billion annually and yieid 
equivalent or better coverage for the vast majority of retirees and current employees. 

VMi,en devetoping our proposal for a standalone health care program, the Postal Service had 
.several oyoGtivesi 

1 . We Wanted to increase our financial stability by managing out health dare costs Shd 
etiminating the RHB prepayment in its current form. 

2. in^roving our health care program was another key objective. We did not want to cut 
costs at the price of sacrificing plan quality. 

3. Finally, we wanted to maintain a quality health care program to achieve savings not only 
for the Postal Service, but also for our employees, retirees, and their families. 

The Postal Service, along with health insurance and actuarial experts at AON Consulting and the 
Hay Group, has conducted ari exhauaive analysis of this health care proposal. We have shared 
our proposal with the Office of Personnel Management (Cff’M). and asked for a response from 
them m writing. We also briefed the Government Ac«ountability Office (GAO), and the US Postal 
Service Office of Inspector General (USPS OtG), We look forward to sitting down with GAO to 
discuss the piart with them. The Postal Service; fe also conducting extensive discussions with all 
stakeholders, including unions, management a^odations. Congress, and the Admimstfaiion. 
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1 want to talk in a littie more detail about :^wi!e«its of the plan and how we can realize 

significant savings as a direct resuR ofthisproi^sat. As t tnehtipned eariler, this is the tergest part 
of savings in the Plan to Profitability. 

HEALTH CARE PROPOSAL 

Unlike employers in the private sector, the Postal) Sertrice does not have the authority to actively 
manage its health care costs. We cannot irtfoduce taifeted wellness incentives and disease 
management programs for employees. We cannot leverage the significant purchasing power of 
our more than one million employees and retifees directly to negotiate a better deal in the 
competitive health insurance market. We canrrot ensure that Medicare-eligible retirees fully 
participate in the Medicare benefits berth employees and the Postal Service paid info. And we are 
not able to take advantage of the savings available to employers providing retiree health care 
benefits through coordination with the prescription drug benefits provided under Part D of 
Medicare, 

The Postal Service pays annual health care costs of $13.2 billion, which includes premluiro for 
employees and retirees and the RH8 prefunding mandate. Of that total annual amount, $S,6 
biltion is RHB prefanding, $3.2 biion is premiums for retirees, and $4.4 billion is premiums for 
eh^toyees. To put it in simple terms, approximately 20 cents of every dollar of rev«»ue we 
generate goes to health care expenses. Cost fluctuations in this targe component of our tola! 
operating costs, second only to wages, are largely out of our hands . The Postal Se Wiee can 
effectively tsontfpl only employee contribution rates. 


The Postal SerMce is proposing to create its own health care plan independent of the Federal 
Employee Heath Benefits (FEHB) program, which would include employees, as welt as currenl 
and future retirees. Ws are asking for the ability to better manage our costs. Wthout this 
fundamental change to dramatically reduce health care spending, there is no assurance we can 
afford our health care commitments to Postal employees and retirees. 

Our health care plan proposal provides savings in a variety of ways; 

First, the program design requires Medicare eligiWe employees fully participate in Medicare 
benefits T oday. large numbers of our retirees do not take advantage of Medicare Parts A & B. 
which significantly increases costs to the Postal Service. If 1 00% of our current Medicare eligible 
retirees were enrolled in Medicare, the Postal Swrtoe $565 million in the first year. The Postal 
Service and its employees have paid over $28 blion in Medicare taxes since 1 984, and we need 
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the return on investment for that expense one that every other employer providing health care 
coverage for retirees in this country experts. 

Second, it reduces our unfunded RHB prehindir^ BaWly to a level we cati mattage. The Postal 
Service would continue to fund retiree heaWt benefits under ttormal actuarial funding to ensure 
that the funding required to meet oommilmertfs tor Wure retirees remains adequate. And we will 
be accounting for our liability using the same account#^ method that is universally used-and 
indeed required-for all private sector emf^syeis who provide retiree health benefits. All retiree 
claims would be paid out of the existing RHB Ruhd, in the same way that employers pay pension 
checks out of the pension fund, not out of the cofipofate treasury. 

Additionally, we would be able to take adtfflntage of the savings available to employers providing 
retiree health care beflefifs through coordination with the prescripticm drug benefits piovided 
under Part D of Medicare. Our proposal will permit the Postal Service to realize the benefits of 
recertt developments in this marketplace, tncludirtg the avaitabrlity of Employer Group Waiver 
Plans {BG'sNP). These plans are currently available from all of the major pharmacy benefit 
management companies aiKi most of the major health insurance companies, and they save about 
$•} ,300 a year for each Medicare participant. Under our plan, we will have an EGVW’ plan whirtt 
wii save $668 million In the first year, and our employees and retirees wit! share in those savings. 


finally, the POStat Service health care plan would provide a simplified plan stoucfure which WW 
also lead to savings for most employees arrd retirees. We anticipate offering a national plan with 
three of^tons ~ high, middle, and value. The plan would also offer four tiers of coverage - self 
only , self & spouse , self & chiM(ren>., and self & family. Our employees and retirees curreniy only 
have access to two coverage ofrtions ~ self and self & family. The additional two tiers of 
coverage, self & spouse and self & chiidfren), would offer lower premiums than self & family 
coverage, and provide slgntricam savings opportunities to a roost of our employees and retirees. 
The national plans, solicited through a competitive bidding process, will be required to 
demonstrate that they can deliver quality and network coverage comparable to FEHB plans 
anywhere in the country and our territories. Ws also plan to offer HMOs where those plans 
provide high value and where large numbers of Postal einjtoyees and retirees are currently 
enrolled in those plans now. 

For active employees, since the Postal Service’s overall premiums will be less, employees will 
benefit from lower premiums and their cofitrtouttohs Witt go down. With a simpler, more 
understandable set of health plan opttons emptojfees and retirees will know what they are paying 
for and the value they are getting for ther money. The new plan offering would align value and 
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cost for each option offered, W!ore e>pensive ^ns stroaW always provide more gerrerous 
benefits. That does not happen now virfthiB flEWB. 

Under the new plan, future retirees will continue 10 epjoy the same benefits and tower 
conlribulions (hat were available to themrSuhna ©left' cnneer with the Postal Service. The Postal 
Service's health plan will require that, upon el^iWe. they enroll in available Medicare 

programs. By doing so, they and the Postal Sewfoe can get a fttll return on the Medicare taxes 
we have both paid. That is not happenirtg today. 

Current retirees will also see positive impacts. fJxwe will be no impact - other than lower 
premiums - on current retirees before they are ei^ible for Medicare. For current retirees who are 
eligible for Medicare, there are two groups: retirees who onrotf in avaslable Medicare plans and 
those who do not. For those who are already enrolled, they typically have 100 percerrt coverage 
of their health care expenses, divided between payments from Medicare and their FEHB plan. 
Virtually all those retirees will see their costs go down, through the tower premiums the new plan 
wilt produce. Those who are not enrolled in Medicare now must pay the deduciiWes and copays 
and other out-of-pocket expenses, depending on the particular F6H8 plan in which they are 
enroWed. By ensuring that they enroll in Medicare just as future retirees wrfl, current retirees who 
en»i will have the same 100 percent coverage as those enrolled now, and their lower 
ooMrtbutions and h^her benefits will generally offset, or more than offset, the pfemiums they wifi 
have to pay for Medicare Part 8. This is especially true for retirees who hav« a dependeiW 
spouse afeo eligible for Medicare, since they will have much lower contributions under our new 
plan's four tier arrartgement for dependents’ coverage. 

A Postal $ervice sponsored health care plan maintairvs our commitment to our dedicated 
workforce, especially given the fact that current health care costs are unsustainable, The plan 
would inptemenl best practices unavaifabte today through FEH8, such as improved preswiption 
drug coverage and wellness incentives. It will also leverage the purchasing power of more than 
one million Postal employees and retirees, in order to obtain better pricing in the competitive 
health itrsurance market. 

In summary, under our health care plan proposal, the Postal Service wilt save almost $7 billion in 
the first year. Of that $7 biUton, $1 .1 Wtlion is dueto reduced premiums, and S5.5-S5 8 billion is 
due to eliminating the need for RHB prepayments. That figure represents about a third of the 
savings needed to achieve $22.5 bitlion in satiftigs by 2016. Employees and retirees alike will 
share in the savings, realizing additional saw^s of some $650 million through reduced 
contributions and better bertefrts coverage. The contrBHition reductions alone represent about 
85% of the savings for employees and retirees, 8ul to realize the full benefit of these savings 
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opportunities, Congress must act to aftow Itw Postal Sww* to sponsor its own health care plan 
and to eliminate the RHB prefunding ragulreiHeBt, BCongress acts soon, we have the ability to 
enact this plan with an effective date as early «s Jaswary 20t3, 

The Postal Service is encouraged by the signiBcsnf savings laid out in our Plan to Profitability, 
which includes its health care proposal. there are suggestions that the Postal Service 

should be rnainly focused on new revenue geneffit'iOfl &» order to dose the gap between costs 
and revenue. Much work has been done - and oootinoes to take place - on developing new 
sources of revenue and innovative produds and services. Even with these efforts, the Postal 
Service will be unable to simply grow Its way out of the ojirent flnanciat crisis. Still, we continue 
to pursue adoption of new revenue streams, iftcludittg in (he area of non-postal produefs. 

LONG-TERM REVENUE PROJECTIONS 

The Postal Service of tomorrow will consist of a varying mix of maH prodods, induding First-Class 
Mail, Direct Mail, and packages, Wte see a bright future in many of our produd and service 
oWe rings. We have had great success with several new offerings, including our 2nd Ounce Free 
pricing offering, which allows businesses to mail First-Class Mail automation, presort letters 
weighing up to 2 ounces at the 1 ounce postage rale. 2nd Ounce Free fx'icing paovfdes 
customers with greater value in transaction mailings by letting them include an addttionat ounce in 
their maipiece, which can be used for operational or marketing purposes at no addittonal cost. 

We are atso ©xdted about our Every Door Direct Mail product designed for small ibusinesses. For 
less iian 15 cenfe per pfece, our customers can send fliers, menus, brochures and 
advertisements in highly targeted ways. Our Every Door Direct Mail Wteb tool enables 
restaurants, doctors' offices and other small businesses to map their coverage areas online, so 
they can zero in on the streets and neighborhoods they want to reach. The Postal Service 
expects to generate $1 billion in revenue this year from this easy-to-use product. 

Our package business market share recently increased one percentage point for corr^wtittve 
products. Our Ctick-N-Ship service makes it simple tor package customers pay for postage and 
print shipping labels for their packages right at their own computer. With more than a million 
registered users, half of whom are small businesses, Clidt-N-Ship has been remarkably 
successful. Our redesign of Click-N-Ship, whidh includes several impro\«ments, such as 
simplified Priority Mail Flat Rale shipping and a simplified payment and prinSing process, will help 
us become even stronger in the shippir^ Channel. 

It is true that many international posts derive a Btger percentage of revenue from non-mat! 
produtrts and services, such as banking and insurance. Research has confirmed that our retail 
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units do not have the wage levels of foot traflicto fxofitat^ expand into such services. However, 
we are looking at new and emerging <»w>*jnfcalioniS tet^wotogy. like digital mail. Respondirtg to 
customers' changing needs is key for us to ttonltoue our of binding the nation together 
through communications and commerco. 

k-SARKET RESEARCH 

The Postal Service conducteci market research reWed to potential service standard changes. A 
questionnaire used in the fall of 201 1 a^ed business customer respondents about scenarios that 
would never be implemented simultaneously. 

Specifically, the survey asked whether business customer respondents would lessen their use of 
the iirait if the Postal Service immediately imposed service standard changes, altered delivery 
frequency, realigned our network of mail processing facilities and other actions. Any sutm 
contempialed actions, if imptemented. would be done over a phased, fiw-year time horizon, 
providing adequate time for planning. 

The survey faited to ask basic questions about whether busitiesses were planning to change their 
mailing behaviors in the absence of any such actions by the Postal Service. Upon review of the 
iniSal study results, the study's design was deemed to be seriously flawed. The researdt projert 
was canceled at that time and a new survey was conducted. The Postal Service ctarifiedi these 
tesues as part of testimony delivered last week at the Postal Regulatory Commission, 

CONCLUSION 

The Plan to Profltability is based on key restructuring objectives that benefit alt stakeholders- It 
preserves our mission to provide secure, reliable, and affordable universal delivery service, 
advances economic growth and enhances commerce, requires no appropriated dollars, is fair to 
both employees and customers, and provides comprehensive transformation for a long-term 
sustainable finandat future. The Postal Service is currentty losing $2S milion per day, and is fast 
approaching our $15 biion debt Ural. In^tementation of all components of the Plan to 
Profitability will put us on a much more poslive ffoanciai path - one where we will be earning $6 
million per day by 2016. paying down our debt amd functioning as a stable and profitable 
business. We cannot do if alone, however. Achieving successful imptemeotation of all 
components requires a united effort. ff^igumS} ! am Confident the Plan to Profitability, will bring 
about the changes necessary to put the Postal Servtee back on solid financial ground. 
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Figure 8 


tfee PWB to PfofitaWlity represents a bold and decisive ttiove foward in continuing tb ffansfom 
tbe Poaaf Service into a at** century postal system. There is no disagreemenl that the Postal 
Service is CtHTentiy at a critical juncture in its long history. Action is the ley to tanging about 
needed cftanges to an outdated business model. This action must come from aoress all 
stakehoWer lines. The Postal Service continues to do everything within our cohtfO! to tang costs 
in fae with revenues, return the Postal Service to financial stability and preserve the affordabitly 
of mai. Corjgress must also act to enable implementation of these strategies arid goals. 
Employees, the mailing industry, union and management organizations and customers also play 
a p.uit in the success of this plan. I look forward to working with each of you to keep the Postal 
Service an integral and depeiidabte delivery service to all Americans for many years to come. 
Thank you. 
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Mr. Ross. Thank you, Mr. Postmaster. 

With that, I will recognize myself for five minutes for ques- 
tioning. 

Mr. Donahoe, 150 million homes and businesses each day rely on 
the effectiveness and efficiency of the Postal Service to deliver their 
mail; 8.7 million employees are somehow or another, indirectly or 
directly, dependent upon the Postal Service for success. So today I 
think there are many that are hanging on your words as you give 
your testimony and answer the questions today. 

To go straight to one of the points that I think is most glaring 
at us is the cost of doing business for the Postal Service, and we 
know that over 80 percent of that cost is labor. With your plan for 
profitability that includes sustaining your own health care benefits, 
what have been your efforts and your results in dealing with the 
APWU, the Letter Carriers, and others in trying to sell this par- 
ticular package? 

Mr. Donahoe. Thank you, Mr. Chairman. First of all, let me just 
say that I agree wholeheartedly with your concerns about the en- 
tire postal industry. This is a major issue for us. Sending the right 
message to this industry in terms of people who use us to present 
bills and manage their cash flow, as well as advertising and ship- 
ping their packages, is extremely important, so the quicker we act 
and get ourselves back on firm financial footing, the better for the 
entire industry. 

In regard to the unions, we have had a lot of, I think, very pro- 
ductive discussions, and we are still in the discussion phase with 
these proposals. The goal in the short-term has been to get to the 
point where everybody understands what the proposals are, to lis- 
ten and make sure that, going forward, everybody is on the same 
page. We are not at the point where we are in agreement yet, but 
we are at the point where we are discussing and getting a good 
knowledge base on these issues. 

Mr. Ross. Let me ask you this. In getting to that point, is it a 
catalyst that your financial situation is such that you may run out 
of money soon? 

Mr. Donahoe. I think that the unions realize the financial situa- 
tion that we are in. 

Mr. Ross. And when do you think is there a risk of the Postal 
Service running out of money this year? 

Mr. Donahoe. Here is where we are from a cash perspective. 
Our finances this year have been a little bit better than projected; 
we are about $600 million ahead of our finance plan right now. In 
October of this year we will be required to make a payment of $1.3 
billion to the Department of Labor. At that point we will be at 
about $100 million in cash on hand. That is razor thin. Our oper- 
ating cash for a day is $200 million a day. We will be able to go 
as long as the finances hold up this year, but in October 2013 we 
would be in a cash crisis. 

Now, that also precludes us not making the prefunding payments 
this year. 

Mr. Ross. Okay, so right now it doesn’t look likely that you are 
going to be able to make the prefunding payments for 2012. 

Mr. Donahoe. No. No, we are not. 

Mr. Ross. Which come due in November. 
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Mr. Donahoe. Yes. 

Mr. Ross. And you are thinking, then, that if we stay on this 
course with inactivity of this Congress, then you are going to be out 
of cash to operate the United States Postal Service by October of 
2013? 

Mr. Donahoe. We would be out of cash as it stands now. There 
are some options that we could take, that we have taken before, 
to conserve cash, like suspension of payment into the FERS fund 
that we are overfunded by $11 billion, but I would strongly encour- 
age Congress to move now. This is much more of an issue of a cri- 
sis of confidence about the postal industry than it is just our cash 
flow. The faster we can resolve this and get focused moving for- 
ward on growing this industry 

Mr. Ross. Quick question about the reduction in workforce. I 
laud you and the Postal Service over the last few years in trying 
to respond to the decline in revenues because of first class mail not 
being utilized as much. There has been a decrease in the number 
of employees in the United States Postal Service. I recognize that; 
I think that is tremendous. I also understand that we have prob- 
ably close to 150,000 employees that, by way of attrition, will be 
necessary in order to right-size the expenditure side of the Postal 
Service. 

Do you have any plans or suggestions for those that are currently 
eligible for retirement to incentivize retirement? 

Mr. Donahoe. We think that by the year 2015 we need to be at 
about 400,000 current employees. Presently there are about 
155,000 people that can retire, with another 100,000 eligible over 
the course of the next five years. We do plan on issuing some incen- 
tives based on the fact that we make some changes in our oper- 
ations. As we shrink the network, as we move to six to five day de- 
livery, we would put some incentive money to move people along. 

It is critical for us to move the headcount down, but at the same 
time we have a lot of non-career people on the rolls that are less 
expensive to work with, but they are also younger people, and if 
we had to take them off the workforce, they would end up unem- 
ployed, and I don’t want to do that. 

Mr. Ross. One real quick question; I am running out of time. The 
impact on Medicare under your health care plan, could you ex- 
pound on that? 

Mr. Donahoe. The way that we are looking at the entire plan, 
what we would like to be able to do is take full advantage of Medi- 
care, just like any other organization. Right now the Postal Service 
is the second largest contributor into the Medicare system. We 
think it is only fair that our employees and our retirees get to take 
advantage of Medicare and enjoy the savings of a wraparound plan 
that is more affordable for them, just like any other private cor- 
poration. 

Mr. Ross. I appreciate that. My time is up. 

I now recognize the Ranking Member from Massachusetts, Mr. 
Lynch, for an opening statement and then we will move right into 
questions for you. 

Mr. Lynch. Why don’t we go right into the questions? 

Thank you. Postmaster General. Good morning. 

Mr. Donahoe. Morning. 
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Mr. Lynch. You are making me nervous. I am just trying to fig- 
ure out and we have been dealing with FEHBP for a while now. 
There are some colossal inefficiencies in that whole system. 

So I can see where the opportunities for savings within that plan 
exists, and I have fought for some of those plans, especially with 
the pharmaceutical side. I think we are losing about $1 billion a 
year, honestly, on the drug plans offered by the pharmacy benefit 
managers. We are not getting the value that we should be getting 
for the taxpayer or for the employee. We are being ripped off, I 
think. So I am pretty frustrated because we haven’t been able to 
move. I have legislation to try to save that. 

So, on one hand I do see some opportunities for savings, but how 
many members, we have 8 million in the wider system for Federal 
employees? 

Mr. Donahoe. I think it is around 9 million total. 

Mr. Lynch. Okay. 

Mr. Donahoe. Total employees, retirees, and their families. 

Mr. Lynch. Okay. So you have, admittedly, or at least in theory 
there is a certain amount of leverage that we have having 9 million 
participants in the Federal Employee Health Benefit Plan. Now 
you are suggesting we are going to extract about 600,000, if you 
add survivors and what-not, by extracting the Postal employees 
from that wider plan, and I am just concerned about the lack of 
leverage, the lack of our ability to capitalize on savings opportuni- 
ties as a separate group. 

I also know that the mail handlers’ plan, which is very popular 
among Postal employees, I think my mom and dad are in that, two 
of my sisters, all 55 of my cousins. I am kidding. I am kidding. I 
am kidding. There are only about 17 of them. 

[Laughter.] 

Mr. Lynch. But there is a lot of popularity in that plan and I 
am just nervous that you are going to make it unaffordable. People 
hate change. 

Mr. Donahoe. Sure. 

Mr. Lynch. Especially when they have something that works for 
them; it is stable, it is reliable, it is fairly efficient. So what hap- 
pens to my folks that are in the mail handlers’ plan? Now, if you 
were suggesting that we are going to give people another oppor- 
tunity here and we are going to give them another plan, and there 
was an opt-in opportunity where, if you ran a good plan, you ran 
a low-cost plan, you ran an effective plan, people would opt into 
that by their own volition, because I think there are a lot of people 
that you could convince that you could do a better job. I think there 
are some people that are unhappy out there. 

If that were the case, I would have less problem with it. How- 
ever, what you are suggesting here, I think, is we are going to pull 
our people out and that there is not a whole lot of choice there for 
the employees who would like to stay with the plan they have now. 
Could you address some of that? 

Mr. Donahoe. Absolutely. I would be more than happy to. 

The key thing from our perspective is to find the best plan for 
all of our employees and retirees, and what we have been doing 
over the course of the last year is working on that with consultant 
Ayon Corporation and Hay Corporation to put together an excellent 
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plan. So the first thing I would assure you is whatever we would 
present to employees and retirees would he something they would 
be interested in. 

The idea is not to run it ourselves, per se. What we would do is 
go out on the market and actually bid competitively for one of the 
large health providers like a Blue Cross or United Healthcare, one 
of those companies out there, to run the plan. What we would offer 
in the plan would be a number of different options. 

Number one, you would have a couple of different tiers, a high 
value, a medium value, and a low value plan A young person, 25 
years old, they may pick the low value. We would also give people 
options: single, single plus one, plus family, family. So that gives 
people some options there too. 

What has happened with your mom and dad, if they are Medi- 
care age, and I don’t know if they are, they have actually already 
done what we are proposing to do. They have measured the value 
of the mail handler plan and said I will sign up for Medicare A and 
B, and I can save money taking this mail handler plan. 

That is exactly what we propose. We would like to have a plan 
for the current employees and then a wraparound plan for the 
Medicare-eligible employees that gives them excellent value at a 
low cost, so they would use Medicare as their primary provider and 
have this backup plan from a wraparound. That saves a lot of 
money, because today what happens is a person like me or other 
people who would be retiring may never change their health care, 
and the Postal Service and the retirees end up paying full health 
care plan for the rest of their lives, when in fact they could get 
much better value at that lower cost. 

So we have looked at this from a total top to bottom perspective 
and making sure that the good value is there for the employees 
and the retirees. 

Mr. Lynch. Well, I have enormous respect for you and I also un- 
derstand how difficult the environment is right now. But as a law- 
maker we need to drill down. I need to know every last detail about 
this if this is something that you are serious about, and I think you 
are. And we need to talk to the employees and let them know that 
this is what is being suggested, and we need to be poking at this 
thing and testing it, and whether or not this is really going to help 
the taxpayer and is going to help the Postal customer. Obviously 
this is really primarily going to impact Postal employees and their 
families. So we will keep talking. 

Mr. Donahoe. Thank you. 

Mr. Lynch. I am not convinced. I am not convinced. 

Mr. Donahoe. That is fine. 

Mr. Lynch. But we will keep talking. Part of it is I need to know 
more. But thank you, I appreciate your testimony today. 

Mr. Donahoe. Thank you. 

Mr. Ross. Thank you, Mr. Lynch. 

I now recognize the Chairman of the full Committee, the gen- 
tleman from California, Mr. Issa, for a round of questioning. 

Mr. IsSA. Thank you. 

I want to thank you, Mr. Postmaster. The work you do I won’t 
say it is thankless, but it is pretty close. And I know that your pro- 
gram is not being well received in some quarters, particularly, well. 
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the real austerity is not being well received, but even the shift to 
using Medicare in a primary position is not being well received, 
and one of the not well received people could perhaps be me. 

I am probably going to support your doing this, but let’s have no 
illusions: you are just cost-shifting. There is no real cost savings to 
the American people. The money in fact will be paid out of one 
hand in order to save out of another hand. Now, if you didn’t have 
a projected $22.5 billion loss in just three years from now if no 
change is made, we probably would say no thank you, but suck it 
up and keep it in the rate base. 

I think the questions today that I have is even if we do this, 
where with inaction is the rest of the savings going to come from? 
If we do this, how much more do we have to do? You have given 
us a program that makes an assumption that you will be $60 bil- 
lion in revenue in 2015, is that correct? 

Mr. Donahoe. That is correct. 

Mr. IssA. Do you really believe you will be at $60 billion without 
some change in the trajectory in 2015? 

Mr. Donahoe. And I think the exact number is about 61 and 
change by 2016. I think that based on the fact that a lot of our re- 
search has shown that is the direction that mail is going, predomi- 
nantly driven by first class, as well as a CPI-based rate change, we 
think that we will be right in that vicinity. We have been talking 
to customers, as I had mentioned here before. 

My biggest fear is not so much diversion, electronic diversion 
that is happening with bill payment; my biggest fear is the elec- 
tronic diversion of bill presentment if we don’t stabilize the finance 
of the Postal Service. We have to get our finances stabilized. I 
think then that will keep bill presenters, first class mail in the 
mail. That is the best way for them to still communicate with their 
customers. 

Mr. IssA. Well, because I am a member of Congress and have ex- 
tensive reporting, I want you to know that I am doing my share. 
I do get electronic presention, is that the word. 

Mr. Donahoe. Presentation. 

Mr. IssA. Presentation. But I also get the paper copy so that I 
can absolutely be sure that I can do my reports properly. So I am 
doing my share to make sure that is happening. 

Mr. Donahoe. Thank you. 

Mr. IssA. But let’s be honest, it will be a cold day in hell before 
I would voluntarily write a check and put it in the envelope again. 
My regular bills are all paid electronically, as probably, if not ev- 
eryone on the dais now, in the near future will be. So again, it is 
a rosy scenario to be at $61 billion in revenue. If the continued de- 
cline in other forms, magazines and the like, if they continue to 
have more robust online services and less current, you are going 
to have challenges, aren’t you? 

Mr. Donahoe. Well, here is what we are looking at towards the 
future. We think that the Postal Service has three major products 
that will grow, either stay steady or grow going into the future: 
first class commercial mail bill presentment; advertising we know 
can grow. Advertising through the mail is the most effective way 
you can do it. And the package business. We are growing package 
business right now at a very brisk rate. Our final model delivery 



26 


is running 15 percent over last year, and that is over the year be- 
fore. 

Mr. IssA. Let me follow up on that, because it is true that that 
is one of the areas, and when I speak to many of your partners, 
most notably FedEx and UPS, you are critical to them, you are 
teamed. You are teamed on the back end, you are teamed on the 
final mile. 

Isn’t the future of the Post Office an efficient, effective delivery 
system that often carries, in greater amounts, all of the above, 
meaning that you are the last mile in many, many, many cases, 
and that allows you to continue to be more efficient while it allows 
them to save money? Isn’t that, to a great extent, where you are 
going to be? 

Mr. Donahoe. That is where we are going to be and that is 
where the Country is going with the growth in e-commerce. 

Mr. IssA. Now, today, in rural areas, you are the last mile for 
newspapers in many cases, aren’t you? 

Mr. Donahoe. Yes. Yes. 

Mr. IssA. And those newspapers choose to deliver on Saturdays, 
and you are planning, for major cost savings, to no longer deliver 
on Saturdays, is that correct? 

Mr. Donahoe. That is correct. 

Mr. IssA. Do you find it odd that the vast majority of these news- 
papers do not want a rate increase, say they cannot tolerate a rate 
increase, but they want you to continue delivering on Saturday? 

Mr. Donahoe. Well, right now we are still working through try- 
ing to get all stakeholders on the same page, but I think we can 
work with the newspaper industry too, if they are interested on 
Saturday delivery. But to your point, we feel we have to reduce it 
at this point. 

Mr. IssA. You have a very bold proposal that you offer Saturday 
delivery, but that it be self-paying, in other words, to the extent 
that people still want a Saturday delivery, for example, pharma- 
ceuticals, where, for a smaller premium than FedEx or UPS, you 
can in fact still roll out that delivery. 

Does that system in some way translate to other areas? Eor ex- 
ample, is it possible to maintain, if you are given the flexibility to 
make it pay its own way, maintain, for example, those newspapers 
on Saturday in rural areas? You have rural letter carriers. Is there 
any way that is going to pencil out if you are given complete flexi- 
bility, as long as it pays for itself? 

Mr. Donahoe. What our proposal is for Saturday is to keep post 
offices open, post office boxes, run the network, and deliver pack- 
ages with an extra fee. To your point, with the technology today, 
with intelligent mail bar codes, we could actually deliver mail if a 
customer asks, again, making sure that we would charge the 
amount that would cover. So if a person absolutely needed delivery 
on Saturday of their letter mail and newspapers, I am sure the 
flexibility is there for us to work that out. 

Mr. IssA. So as Senator Lieberman and others in the Senate are 
reaching cloture on their bill and we are preparing for a date on 
the floor, should we have a sensible manager’s amendment that 
would include greater flexibility, or does the current bill give you 
the flexibility you need for a modernized Saturday delivery, in ad- 
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dition to what we all understand to be historic Saturday delivery 
ceasing? 

Mr. Donahoe. I think any language that gives the Postal Service 
more flexibility is good, because with all the financial issues that 
we are facing, we could certainly use that flexibility for the cus- 
tomers, and I think working with our unions we can get more flexi- 
bility in the workforce to make sure that we can deliver that mail. 

Mr. IssA. Well, thank you. I note an esteemed former chief staff 
member here behind you. He knows how that should be written. 
I also see Mr. Clay, Sr. He certainly knows how the Committee 
works. I won’t name everybody, but we would look forward to that. 
Obviously, it is probably on our side of the Capitol that we are 
going to have to put additional language in. We would like to work 
on making sure that language is flexible enough for your proactive 
proposals, which I think are every bit as important as the cost-cut- 
ting. 

Mr. Donahoe. Yes. 

Mr. IssA. I thank the Chairman and yield back. 

Mr. Ross. Thank you. 

I now recognize the Ranking Member of the full Committee, the 
gentleman from Maryland, Mr. Cummings, for five minutes. 

Mr. Cummings. Thank you very much, Mr. Chairman. 

I want to go back a moment to some things Mr. Lynch was say- 
ing. When you are talking about, and I agree with everything he 
said and I agree with his skeptical comments, about this health 
care plan, when you think about something like health care, it is 
so very, very important and vital to people, particularly in today’s 
world. Have you had a discussion with the unions about the pro- 
posed health care plan? 

Mr. Donahoe. Yes. We have been talking with the unions and 
the management associations for the better part of about three or 
four months. What we have been trying to do is go through a proc- 
ess so everyone understands what is being proposed. So we talked 
about the original how we would set it up, the Medicare require- 
ments. We have actually mocked up some proposals based on tak- 
ing a set of private industry plans, averaging them together and 
comparing some costs with what we have today, and we have dis- 
cussed those. 

Mr. Cummings. So you are saying that they have had some input 
into your thinking and your planning there with regard to the pro- 
gram? 

Mr. Donahoe. We have had discussions, but we have not come 
to an agreement. To your point, this is probably the most critical 
issue that people worry about, their health care, so we don’t want 
to push them. We want to try to work through so that we under- 
stand. We listen at the same time. 

Mr. Lynch mentioned the question about the mail handlers. One 
of the things that we have said to the unions is if you want to still 
maintain your plan, because some of them have a number of people 
and the rest of the Federal Government, we are fine with that. 

Mr. Cummings. One of the reasons why I mentioned unions is 
because they have, in my estimation, bent over backwards and 
have been very understanding, trying to work things out. It is just 
incredible the lengths that they have gone to try to work things 
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through and understanding that sacrifices have to be made, and I 
would hate to see you coming up with these kinds of plans without 
having some type of input, because you are going to have to come 
back to them at some point anyway, and I think it is better to have 
people onboard as you go along and they feel as if they have been 
a part of the process, as opposed to going and trying to shove some- 
thing down their throats. 

Mr. Donahoe. I agree 100 percent. We want to make sure we 
work with the unions on this and also the communication of the 
employees, and just as much so the communication with retirees, 
because there is a lot of concern, there is a lot of fear of the un- 
known out there, and it is just as important for us to listen to what 
the recommendations are and build that into the plan. 

Mr. Cummings. Now, let me go back to revenue. Packages rose 
some 8 percent? 

Mr. Donahoe. Priority mail, yes. 

Mr. Cummings. Priority mail. And why is that? Why do you 
think that is? Because I think whenever we find a sweet spot we 
need to kind of zero in on that to try to figure out how we increase 
it. Go ahead. 

Mr. Donahoe. I agree 100 percent. Couple things on priority 
mail. Number one, priority mail is an excellent value. That is the 
fiat rate box, if it fits, it ships. 

Mr. Cummings. Oh, yes, that commercial. I like that commercial. 

Mr. Donahoe. There you go. And returns the same thing. We 
have really priced these well so that you have small users, small 
business, home business, it is very easy for them and large busi- 
nesses to use priority mail. 

The other thing we have concentrated on this year is visibility, 
so good scanning the whole way through. Our people have done a 
tremendous job improving that, so I think that is where you are 
seeing a lot of value and that is where you are seeing growth. 

The other area that we have seen tremendous growth is that last 
mile, parcel select, that our letter carriers and rural carriers de- 
liver. That is growing at almost 15 percent a year. So we are very 
excited about packages and that is why we would like to get a reso- 
lution around some of these issues, so we can get back and focus 
on growing advertising and marketing mail, packages, stabilizing 
first class mail. 

Mr. Cummings. Now, you are familiar with the Senate bill, are 
you not? 

Mr. Donahoe. Yes. 

Mr. Cummings. And what are your feelings about it? Any con- 
cerns that you have? Because I think it is quite possible that may 
very well be the vehicle that we may end up sort of using to try 
to figure this out. That is my opinion, though. 

Mr. Donahoe. Sure. 

Mr. Cummings. Mine only. 

Mr. Donahoe. We think there are some very good points in the 
Senate bill. We have had a number of discussions with Senators 
Lieberman, Carper, Brown, and Collins. We think there are some 
very good points in there. There are some suggestions we have 
made. We have said to them the biggest concern is the length of 
time. If we can move up some of the proposals to match up more 
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with our plan, we will get back to a profitable nature quickly and 
then be able to focus on growth. 

Mr. Cummings. One last question. There have been discussions 
and you have said that maybe you would not have to close as many 
as 250, 200 and some processing centers. Can you talk about that 
for a moment, please? 

Mr. Donahoe. Sure. One of the questions that has come back 
from the Senate has been, rather than moving to the full phase of 
the network consolidation, is there a halfway point to keep more 
overnight service for local businesses and customers, and we think 
that there is an opportunity. We have done some studies around 
there, and it would require us closing about half as many facilities 
as we propose. 

In order to stay true to the finances, we have pitched the idea 
that we would like to raise the price of single piece first class even- 
tually up to 50 cents. That is about a billion dollar tradeoff each 
way; provide service, keep more of the network up, but we would 
need the finances on the revenue side of the house to stay true to 
the numbers. 

Mr. Cummings. Thank you, Mr. Chairman. 

Mr. Ross. Thank you, Mr. Cummings. 

I now recognize the Vice Chairman of the Subcommittee, the 
gentleman from Michigan, Mr. Amash, for five minutes. 

Mr. Amash. Thank you, Mr. Chairman, and thank you, Mr. 
Donahoe. It is good to see you again. 

Mr. Donahoe. Good to see you. 

Mr. Amash. I have a few questions. When was the last year the 
Postal Service had a profit? 

Mr. Donahoe. I think we had a profit in 2006, maybe 2007. I 
can’t be 100 percent sure, one of those two years. 

Mr. Amash. How much money did the Postal Service lose in the 
first quarter of 2012? 

Mr. Donahoe. With our requirement to prefund, about $3.3 bil- 
lion. 

Mr. Amash. And how much do you expect to lose for the entire 
fiscal year? 

Mr. Donahoe. Depending on how we finish the year, probably in 
the vicinity of about $14 billion. We are a little ahead of our reve- 
nues right now and people have done a great job holding costs. The 
prefunding for this year accounts for both this year and last, so 
that is 11 billion of those dollars. 

Mr. Amash. Now, last year Congress acted at the last second to 
give you some temporary relief from the prefunding. What does the 
lack of certainty of whether or not you will have to make your pay- 
ment each year do for your plan for profitability in your overall 
business model? 

Mr. Donahoe. We have to get that resolved. That is what we are 
proposing right now in terms of the health care proposals in the 
overall plan. But I will tell you it is much larger than us. This is 
an industry issue. To give you an example, if you are worried about 
the Postal Service being able to deliver your bills and statements, 
and you are worried about your cash flow as a large company, you 
are going to start thinking about alternatives. The faster we get 



30 


this resolved, the faster people don’t have to worry about alter- 
natives to the mail. 

Mr. Amash. That goes nicely with my next question. In Novem- 
ber 2011, you addressed the National Press Club and, according to 
the transcript, you said, “You know that phrase speed kills? Well, 
the lack of speed will kill the Postal Service. There is a stark 
choice: a more flexible business model that allows us to control 
costs quickly or very large losses that will ultimately burden the 
taxpayer.” 

If immediate action is needed to return the Postal Service to sol- 
vency, why did it decide to self-impose a five-month moratorium on 
closures and consolidations of its facilities? 

Mr. Donahoe. We were approached by members of the Senate 
and they asked us, in order to keep some stability with the employ- 
ees and the customers, if we would agree to wait to give them an 
opportunity to get legislation out and over to the House, and get 
the legislation through the House and up to the President for sig- 
nature. I didn’t think that was an unreasonable ask. 

As we work through these processes to consolidate facilities, it is 
not going to happen all at once. The way we consolidate will be 
done in a very thoughtful and careful method so we don’t disrupt 
service. We are looking for the bottom line cost reductions, and we 
will get those, but these consolidations will happen over the course 
of the next year. 

Mr. Amash. So you were supportive of the Senate’s request, 
then? 

Mr. Donahoe. They asked me for that consolidation; I had no 
issue with that. 

Mr. Amash. Chairman Ross and Chairman Issa wrote a com- 
prehensive Postal reform bill last year that was passed by this 
Subcommittee and the full Oversight Committee. It is full of cost- 
saving measures that will revitalize the Postal Service. What parts 
of H.R. 2309 does the Postal Service support? 

Mr. Donahoe. We support the FERS refund; we support the abil- 
ity to move and consolidate the network; we support the ability to 
move to consolidate from six day to five day delivery. Practically 
everything in the bill we are in support. 

Mr. Amash. In your written testimony you mentioned estab- 
lishing a Postal Service-sponsored health care program represents 
the largest part of the plan for profitability savings, accounting for 
over $7 billion of annual savings. Does the Postal Service have the 
resources to maintain its own health care plan? 

Mr. Donahoe. What we would do for a health care plan is what 
any other company does; you go out into the free market, you bid 
that, you find the best health care provider to act as pretty much 
an overall health administration firm, say a Blue Cross or United 
Healthcare. 

We would also expect to use HMOs or other health care to fill 
the gaps, because there are gaps out there, and that is the way 
that we would manage it. We would go out through a regular com- 
petitive request for proposal, and once we are able to secure the 
health care, the provider would manage the plan for us. 

Mr. Amash. And how long do you think it would take to imple- 
ment such a plan? 
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Mr. Donahoe. We have had some discussions with health care 
companies to understand that, to actually test out our ideas and 
see if they are sound. We would have to go through a request for 
information, an RFI, to get more and then go out with an actual 
bid. We think that we would be able to have a health care plan 
ready by 2014. 

Mr. Amash. All right. Thank you, Mr. Donahoe. 

Mr. Donahoe. Thank you. 

Mr. Ross. Thank you, Mr. Amash. 

I now recognize the gentlelady from the District of Columbia, Ms. 
Norton, for five minutes. Good morning. 

Ms. Norton. Good morning, and thank you very much, Mr. 
Chairman. This is an important hearing we are having. 

First, Mr. Donahoe, I just want to congratulate you and your 
union for what you have done so far. Never in the history of the 
Federal Government has a Federal agency downsized, saved bil- 
lions of dollars without a single layoff. 

And I must say that that could never have been done if there 
were not a union at a table. All hell would have broken loose if any 
private corporation or if the Federal Government had tried to make 
these billions of dollars in savings singlehandedly as a manage- 
ment matter. I also note that the fact that the Postal Service is 
doing better seems to me to be a sign of recovery. You are a virtual 
barometer about the economy itself 

Now, if you look at the top line of what you are proposing, there 
is a part of it that is counterintuitive because of the notion adopted 
by every country in the world, that the larger the pool, the less the 
cost of health care. That is what is before the Supreme Court now. 
That is what every country in the world does, it creates the largest 
pool it can. Every country in the world creates a pool of the nation 
itself That is what we are trying to do with the Affordable Health 
Care Act. 

Moreover, I am sympathetic to the Postal Service in this respect: 
we ask you to do what we ask no Federal agency to do. It is mind- 
boggling that what we do, including providing services, and yet we 
want to treat you as a private corporation. We haven’t made up our 
minds how to treat you. 

So I look at what might motivate this new idea of yours and I 
want to ask you, candidly, if you would have felt compelled to put 
forward this proposal if the post retiree fund contribution the Post- 
al Service must make today was eliminated or substantially re- 
duced. If that were not the case, would you feel compelled to come 
forward here today? 

Mr. Donahoe. One of the things, to your point, that we have 
looked at over a number of years is to actually own our own insur- 
ance plan, and your point of the size of the pool is critical. The size 
of the pool for the Postal Service would be about one million par- 
ticipants, retirees plus the 

Ms. Norton. Compared with how many in the FEHBP? 

Mr. Donahoe. Well, compared within the EEHBP it is a smaller 
pool, but if you took that and you went out into the private market 
and bid that, that would be the largest single health care group or 
pool out there. And that is the exact thought behind what we have 
been looking at. 
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My feeling is that, not that we have any arguments with the 
FEHBP, I am sure that everybody tries to do their best there, they 
run a pool of 200-plus different plans, and there is no real way to 
get out and compete to get the best price. And we have had compa- 
nies come in to talk to us about how they are saving in health care 
costs and providing better benefits through making the health care 
companies go out and compete and provide better pharmaceutical 
plans, et cetera, and we look at that and say, jeez, with a million 
people we should be able to get some of those same benefits. 

Ms. Norton. So the post retiree contribution issue is not what 
motivates the proposal? 

Mr. Donahoe. That is one of them. We have looked at this be- 
forehand. However, with the retiree health benefit requirement, 
having our own health insurance does give us the opportunity to 
reduce those costs and manage Medicare at the same time. So what 
we are doing is looking at a number of things. 

There is a potential that, as we work through these changes, we 
won’t be at the point where we are fully resolved with the health 
care, and we will have to continue to work with the unionson that 
which will be 

Ms. Norton. Mr. Donahoe, the first thing that any member of 
Congress will think about when a new proposal of this kind comes 
forward, and you have mentioned stakeholders, is what the 0MB, 
and you say this plan has been vetted, what the 0MB, what the 
0PM, what your own inspector general have said precisely about 
this plan. 

Mr. Donahoe. Yes. We have asked them, to your point, please 
look at that, shoot holes. Are we missing anything? So we have 
asked the IG to audit it and they have, and they have told us it 
looks good. We have been to the 0PM; I have been there with Mr. 
Barry on a couple of occasions and actually have sent a number of 
our people back to look at it to make sure that any issues that were 
not covered we thoroughly vetted. 

I think to Mr. Lynch’s point and Mr. Cummings’ point, we need 
to continue with that. We need to continue to examine 

Ms. Norton. And what about the 0MB? 

Mr. Donahoe. We have talked to the 0MB, but in terms of really 
digging in, probably not to the same level. We have had discus- 
sions — 

Ms. Norton. Do you have anything in writing from those 
three 

Mr. Donahoe. I have from my IG, and I have asked Mr. Barry 
at the 0PM to please provide back in writing what his thoughts 
are. 

Ms. Norton. Mr. Chairman, could I ask that what Mr. Donahoe 
has in writing from the 0MB, the inspector general, and who else 
did you say? 

Mr. Donahoe. We have to get something back from the 0MB. 
We have asked 

Ms. Norton. The other two you have something in writing? 
Could you submit that to the Chairman so it can be 

Mr. Ross. Without objection. 

Mr. Donahoe. Absolutely. 

Ms. Norton. Thank you very much, Mr. Chairman. 
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Mr. Ross. Thank you. 

We now recognize the gentleman from Illinois, Mr. Davis, for five 
minutes. 

Mr. Davis. Thank you very much, Mr. Chairman. 

Thank you, Mr. Donahoe. I want to go back a little bit to the 
number of mail processing plants that we might be arriving at in 
terms of closure. I think some rethinking has been done from what 
was initially indicated. 

Mr. Donahoe. Yes. 

Mr. Davis. Where are we now in terms of that? 

Mr. Donahoe. The original proposal was to move from approxi- 
mately 487 down to around 200. We came back after we did our 
studies and proposed that we would go from 487 down to about 
232. 

Mr. Davis. Could I ask that, in light of the potential job impact 
and the uncertainties in the minds of individuals who would be af- 
fected greatly in terms of where they might end up working or hav- 
ing the opportunity to work, do we expect to have that maybe close 
to finalization by the 15th of May? That is a date that we have 
been talking about some things happening. 

Mr. Donahoe. We have been working through that with our em- 
ployees. One of the things that we have continued to do, even 
though we have held the date for closings until after May 15th, 
was to continue to work with customers and employees. So we 
would know by then which employees would be affected. 

What we are trying to do is go person by person, that is how im- 
portant this is, so we can sit down with an employee and have a 
discussion if they want to retire, if they want to take a different 
job, if they want to do something different in their career, because 
as we have reduced headcount in the organization, we have always 
been very conscious to try to do the right thing as a responsible 
employer. 

Mr. Davis. Do we have any round numbers in terms of how 
much we are likely or would like to be able to save as a result of 
this process? 

Mr. Donahoe. We think that the network reductions as proposed 
right now would save us about $2.5 billion. We also have actually 
taken about $400 million in revenue off of there based on feedback 
we have gotten from our customers. So the net would be about $2.1 
billion. 

Mr. Davis. Then let me shift over a little bit back to the line of 
questioning from Representative Norton. Did I glean that we are 
very comfortable from the responses that we have gotten from the 
stakeholders who vetted the proposed system that the Postal Serv- 
ice would run itself, in terms of health benefits and 

Mr. Donahoe. I think comfort would probably not be the right 
word. I think that our feeling is, with our work with our IG, we 
have asked them, as we have gone along, make sure we are doing 
this the right way. We don’t want to put something out that is in- 
correct. So we have kept them abreast. 

The 0PM, we are waiting back for answers in writing from them. 
We have been working with them and asking them again, as we 
make these proposals, does it make sense? What we are saying, is 
this legal? Does this make sense from a health care perspective. 
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I think any time you get into a big change like this, there is no 
real comfort level, it is just trying to reassure and ask the ques- 
tions to make sure we are doing this the right way. 

Mr. Davis. Let me ask what are we getting back from the unions 
as we interact with them around this proposed change? 

Mr. Donahoe. I think that the unions, as we have worked to 
communicate and explain what we are thinking, there have been 
a number of questions come back. From some of the unions they 
have said, jeez, you know, we have our own health care plan; what 
would happen with that? And that is something that has to be re- 
solved. Of course, some of the other concerns have been what hap- 
pens in the long-run if there is any problem with the Postal Service 
from a financial perspective. 

Our proposal also includes putting together a trustee group like 
representatives of the unions, as well as management, and a third 
party like the Treasury or the 0PM, somebody else in there that 
could oversee and make sure that all decisions were proper deci- 
sions going forward. And this has come about through all the dis- 
cussions and looking at how other people have gone through those 
processes. But to your point, we have to be very careful and make 
sure everybody knows exactly what is on the table and what is 
being proposed. 

Mr. Davis. Have you looked at or explored or thought about a 
Postal only plan within the Federal Employees Health Benefits 
Program? 

Mr. Donahoe. We have talked to the 0PM about that and that 
is something we have said to them if you could come back to us 
and say how, managed within there, we could get the same bene- 
fits, the same savings and flexibility, we would certainly be open 
to something like that. 

Mr. Davis. So we still have a number of options open relative to 
how we close the loop on providing these benefits. 

Mr. Donahoe. Yes. 

Mr. Davis. Thank you very much. 

And thank you, Mr. Chairman. 

Mr. Ross. Thank you, Mr. Davis. 

For those who want to hang around, I would like to do another 
round with you. 

Specifically, I want to recognize myself for five minutes, but also 
ask you about rates. You have talked about increasing postal rates 
from 44 cents to 50 cents. My concern is even though I was a law- 
yer by trade, I had an undergraduate degree in business, and some 
of the business models we would deal with when I was in school 
would be that if nobody is buying your product, one of the last 
things you do is raise your rates. And my concern here is that the 
assumptions upon which you are basing your increase in revenues 
with an increase in rates, does that take into the cause and effect 
a declining user base of first class postage? 

Mr. Donahoe. This would be the way we would approach this: 
our prices are broken out right now competitive and market domi- 
nant. 

Mr. Ross. Right. 

Mr. Donahoe. For the most part, we would follow the pricing 
scheme that we have now with the CPI cap on all of our market- 
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dominant products. The only portion of mail that we would look at 
to increase the price would he specifically the single piece, the blue 
mailbox mail that you or I might use to send a card or mail a bill 
in. That is a volume that has continued to shrink. 

Mr. Ross. Right. 

Mr. Donahoe. And as that has shrunk, that has generated the 
recommendations of shrinking our network down. Now, there have 
been some suggestions that have been made to slow the shrinking 
down to some extent over the course of the next couple years, not 
be as drastic, and our approach to that has been if that is an op- 
tion, if that is the will of the Congress, if that is where people want 
to go, that we would propose to increase just that single piece 
stamp rate to make up the difference of the savings that we would 
lose. 

Mr. Ross. But wouldn’t logic and reason and, quite frankly, laws 
of economics dictate, then, that you might actually have an even 
further decline in revenues because of a lack of buyers, if you will? 

Mr. Donahoe. That revenue is going, whether we like it or not, 
because of electronic diversion. It is kind of an interesting situation 
because the revenue of single piece is going away and we project 
it to continue to drop based on bill payment online and electronic 
diversion. But there are other portions of that mail that are very 
inelastic. So we have looked at 

Mr. Ross. Inelastic. Even if you went from six to five days it 
would still be inelastic? 

Mr. Donahoe. Yes, because it is convenient. Even today with 
Forever stamps, you can buy a book of Forever stamps and pay 45 
cents apiece and use those five years from now when the postage 
rate might be 50 cents. So it is a good deal for people. 

Mr. Ross. Real quickly on your charts there, because I want to 
go to the second part there, operational initiatives. It looks as 
though you have formulated a $9 billion savings with those three 
particular areas. Could you identify those? You are talking about 
the reduction there, I guess, in the network and sortation and 
transportation? 

Mr. Donahoe. Right. 

Mr. Ross. If you could go over each one of those three in the mid- 
dle part there. 

Mr. Donahoe. Sure. Here? 

Mr. Ross. Right there, yes, sir. 

Mr. Donahoe. Okay. What we have laid out here are three basic 
approaches. We have legislative initiatives, that is the prefunding 
result in five day. That is worth about $8.5 billion. The network 
itself, that is the facilities, retail, post offices, and then our delivery 
routes. We think there is about $9 billion worth of savings there. 
And then the final is compensation and benefits. That is health 
care savings plus more flexibility with the union contracts. 

Mr. Ross. And specifically on the middle part there, when you 
say the savings in network, that is through consolidation, correct? 

Mr. Donahoe. That is consolidation of 

Mr. Ross. How would that affect the geographic delivery of mail, 
if any, when those changes are made? 

Mr. Donahoe. What we are proposing is changing service stand- 
ards today from one, two, and three days, to two and three days. 
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What that would allow us to do is to consolidate substantially into 
the smaller number of plants, going from 487 down to the 232 we 
proposed. What that allows you to do is to use those buildings for 
20 hours a day, versus the 8 to 9 hours a day that we use now and 
save substantial amount of money; a lot of overhead, a lot of main- 
tenance costs. That is the area that we would be able to get 
this 

Mr. Ross. And the retail would be the consolidation or closure? 

Mr. Donahoe. The retail would be the consolidation and/or 
change in the cost of post offices. 

Mr. Ross. So you are talking about village post offices, that con- 
cept? 

Mr. Donahoe. We have four proposals right now that we think 
are very viable for post offices. One is to consolidate small ones into 
larger ones. And, again, we want to be very careful with the cus- 
tomers. That is only a mile or two. We are not proposing for people 
to have to drive 25 miles. Second is some type of a contract unit 
available at a local store that is open 7 days a week. 

Another is to serve people off of the rural routes, and we have 
had people actually ask us, as we have had these 3700 community 
meetings, to move to rural delivery. But another solution is to 
match up the cost of the office with the revenue we bring in. 

Mr. Ross. Right. 

Mr. Donahoe. What we face right now is we have thousands of 
offices that cost us, on average, $70,000 to operate and bring in 
somewhere between $15,000 and $20,000. We think that there is 
a happy medium there. We are working with our postmaster asso- 
ciations. We will also go back to the community to work on this, 
too. Keep the flag flying, but we will be able to do it 

Mr. Ross. And one last one — I am out of time — on the delivery. 
Are you going, then, from door to curb, is that 

Mr. Donahoe. No, that does not include door to curb, that is im- 
provements in what we call flat sequencing and also in the way 
that we have the route structured. That is something that we are 
working with the 

Mr. Ross. So this doesn’t include door to curb. 

Mr. Donahoe. No. 

Mr. Ross. And what is that estimated as annual savings? 

Mr. Donahoe. Door to curb varies. There are savings and there 
is also investment, and I would be more than happy to give you a 
paper on that. We have done a lot of research on that. That is also 
something, I will tell you, of all the research that we have done 
from a customer satisfaction standpoint, that is the one thing that 
customers don’t want changed; they don’t want their mailbox 
changed. So we did not include that in there. 

Mr. Ross. But isn’t it true that only about 25 percent of Postal 
customers really get door-to-door anymore? 

Mr. Donahoe. It is about 30 million people. 

Mr. Ross. Okay. 

Mr. Donahoe. So we want to be sure we don’t have 30 million 
people really mad at us. 

Mr. Ross. And I will follow up with you on that. Thank you very 
much. My time has expired. 

Mr. Donahoe. All right. 
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Mr. Ross. I now recognize the Ranking Member, Mr. Lynch from 
Massachusetts, for five minutes. 

Mr. Lynch. Thank you, Mr. Chairman. 

Postmaster General, in your proposal here, as Chairman Issa 
identified, there is a cost shift over to Medicare. How do you pro- 
pose to do that in terms of just mechanically? Are you going to tell 
your Postal employees, okay, now it is mandatory? Are you going 
to ask Congress for the power to say to you that you can tell your 
Postal employees the first dollar has got to be from Medicare, you 
have to go to that first? Or are you going to have some type of op- 
tion to have people go, or how is that going to work? 

Mr. Donahoe. We would prefer the mandatory requirement for 
Medicare. We are the second largest payer into Medicare, the Post- 
al Service is, and we feel it balances the playing field with every- 
body else that uses Medicare. So we would ask to require Medicare 
A, B, and D, and that we would provide, as part of the health care 
proposal, a very good value, low-cost option to provide Medicare 
wraparound for B when our retirees sign up for that. 

Mr. Lynch. Okay, here is my problem. Right now on the Medi- 
care side I am seeing a lot of docs refusing Medicare. So let’s just 
say I have a Postal employee wants to go to that doc, now you it 
is mandatory that they go Medicare. 

Mr. Donahoe. Yes. 

Mr. Lynch. Their doc doesn’t accept Medicare because reim- 
bursement rates are pathetically low. So under your plan my per- 
son couldn’t go to their doctor, right, they would have to go to some 
other doctor that accepts Medicare? 

Mr. Donahoe. I don’t know the answer. That is something I 
would have to get back to you on. I am not sure how that works. 
With the wraparound, I don’t know the answer to that on Medicare 
A and B, that if a person could actually choose to use that wrap- 
around to cover some of that. I will have to get back to you on that. 

Mr. Lynch. Okay. Well, that is an important question because, 
ideally, I would like the opportunity, if you are going to require a 
person, in the first instance, to go Medicare, if their doctor, their 
existing doctor, current doctor does not accept Medicare, I would 
like there to be some other option. They have gone first, if it is re- 
jected, then they can still go to the same doctor. There is this prom- 
ise out there with the Affordable Care Act that everyone would still 
be able to go to their own doctor. 

Mr. Donahoe. Right. 

Mr. Lynch. That is not necessarily what is going on right now. 
And as this folds out over the coming years, I am concerned about 
even people being able to go to their own hospital. 

Mr. Donahoe. Yes. 

Mr. Lynch. Because I am seeing some hospitals are getting very 
shaky, so they may not be in existence. So I am concerned about 
that. 

The number you have up there for five day delivery shows a sav- 
ings of $2.7 billion. 

Mr. Donahoe. Yes. 

Mr. Lynch. We have had some analysis on this that shows it to 
be half of that. 

Mr. Donahoe. Yes. 
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Mr. Lynch. Does this properly account for the fact, if you are not 
delivering on Saturday, and most people talk about the five day, 
eliminating Saturday, do you factor in the drop-off in volume? Be- 
cause if I am mailing an important package on Thursday and I 
know it is not going to get there Friday because we have lower de- 
livery standards, and it is not going to get there Saturday because 
the post office is closed, and it is not going to get there on Sunday 
because the post office is closed, and God forbid Monday is a holi- 
day, there is going to be a drop-off in volume there. Have you 
factored that in fully because of the fact that you are not working 
Saturday? 

Mr. Donahoe. We did market research on that and I will tell 
you, off the top of my head, I can’t remember the exact number, 
but I can give you that number. We have done some market re- 
search and that is why we picked Saturday, because it was by far 
the lowest volume day. 

One of the proposals that we also have working through the Sat- 
urday delivery, to your point, is on non-widely observed holidays 
that fall now on Monday, we would deliver on Saturday. That is 
part of our proposal. So that closes that loop. 

Mr. Lynch. Okay, I only have about 30 seconds here, so let me 
just squeeze in this last one. I had an opportunity to meet with the 
folks from Pitney Bowes, and they are running a program in Den- 
mark where they have a virtual mailbox now. So on your iPad or 
on your computer at home or on your laptop you can pull up a vir- 
tual mailbox, and what they do there is, as the mail comes into the 
processing center, it takes a picture of your mail. What you can do 
is you can click on the mail you want delivered and you can click 
off on the mail you don’t want delivered. So it eliminates what 
some people call junk mail. We call it direct mail. I understand it. 
We call it jobs, right. 

Now, that technology, are you looking at anything like that, 
where folks could use this virtual mailbox to click off on mail? 
Look, I have two girls at home; I get a ton of this stuff. They prob- 
ably like to get it, but I sure don’t. I am just thinking about looking 
down the road. Have we factored that in here? If they are doing 
it in Denmark now, number one, are we looking at that and have 
we factored that in? What is our plan? 

Mr. Donahoe. Well, I want to make sure your daughters get 
their mail, because then they will buy something and we will de- 
liver it. 

[Laughter.] 

Mr. Lynch. I bet you do. You are saving me money. 

Mr. Donahoe. We are. Right now we are looking at digital. In 
fact, we are in the process of establishing a group to take the lead 
on that, and we think there are big opportunities in the digital 
world from a digital transmission because we provide the safety 
and security of first class mail. We think that there are some op- 
portunities to transition that into the digital world. But we also 
think that there are plenty of opportunities to grow revenue within 
the current products that we have now, employing some of those 
same technologies. So plenty to report out on that and we would 
like the opportunity to cover more of these digital areas. 



39 


The one thing that we will need from a legislative standpoint is 
just some clarity around the fact that we can get into those areas. 
That is part of the non-Postal we are looking for. 

Mr. Lynch. Okay. Just one yes or no question. I am abusing my 
time, I understand that, and I appreciate your patience with me. 
Have you been talking with Kevin Tally from the Rural Carriers 
and Jennifer Walburton from the National Association of Letter 
Carriers on this five day thing and where the numbers might be 
on this? 

Mr. Donahoe. I talked to Fred Rolando and to Jeanette. I don’t 
know the other people. 

Mr. Lynch. Okay. All right, thank you. 

Mr. Donahoe. Thank you. 

Mr. Ross. Thank you, Mr. Lynch. 

We now recognize the Ranking Member from the full Committee, 
Mr. Cummings from Maryland, for five minutes. 

Mr. Cummings. Mr. Donahoe, what went into the development of 
this plan? How did you come about it? You are dealing with some 
pretty exact numbers and projections, and I am just wondering, 
trying to get to the integrity of the plan. 

Mr. Donahoe. Sure. Here is how we approached this. To Mr. 
Darton’s point earlier, facing the problems that we face with the 
retiree health benefit payment, rather than throwing our hands up 
and saying we can’t do anything about it, we started to look at 
what actually made up the requirements of that retiree health ben- 
efit, and there were a number of things that came up. Number one 
was the requirements for health care for employees who weren’t in 
the Medicare plan. There were some accounting issues and, of 
course, the cost of FEHBP plans that don’t give you the value of 
the wraparound. So we have historically looked at having our own 
health care plan. 

This goes back, I think we made some original studies right after 
the 2000-2001 time frame. So we went back and sat down with a 
couple of groups, Ayon Corporation and the Hay Group, two outside 
firms who are expert in this area, and we actually assembled a 
health care plan based on what we thought one would look like in 
the size and scope of an organization the size of the Postal Service. 
We designed it based on what other companies are doing today, 
looking for a number of value levels plus a number of different 
groups, the single payer, single plus one, family. The other thing 
we did was made sure that we had pharmaceutical coverage in that 
too. 

So we sat down and pretty much built a health care proposal 
based off of all this information, and that is where we are right 
now. Taking that, then, and then comparing that to what we spend 
currently in FEHBP and the same way what we are doing in terms 
of Medicare today, and that is where we have arrived at the point 
where we are today. So we have done a lot of studies on this. 

To the point we made before, we have talked to the 0PM, the 
0MB, we have had our IG, we have had people come in from the 
outside, all the big health care providers, not on REIs, but for dis- 
cussion to understand how we can manage health care, how you 
can manage pharmaceuticals. A lot of work has been done. 
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Mr. Cummings. And would the employee have to give up any- 
thing if going into your program? 

Mr. Donahoe. I can provide you all the detail. We have gone 
through and stratified every plan that every employee is in. I 
would say, for the most part, probably 95 percent of our employees 
would benefit from a better plan at a better cost. There are people 
who choose some very, very low value plans. They would probably 
have to pay a little bit more. But I can provide you all that data. 

Mr. Cummings. And I take it that when you have a plan where 
you have the four categories, I think it is four? 

Mr. Donahoe. Yes. 

Mr. Cummings. As opposed to two? 

Mr. Donahoe. Yes. 

Mr. Cummings. That allows for more precise measurement as to 
what it would cost the insurance company, is that right? 

Mr. Donahoe. Yes. 

Mr. Cummings. And therefore, hopefully, tailoring of the pre- 
mium too. 

Mr. Donahoe. It gives you a better choice in terms of what you 
actually offer, and I will get you this information too, but I think 
that it actually ends up costing us a little bit more to give that ac- 
tual flexibility. But I can provide you with that information. We 
think it is fair that a person shouldn’t have to buy family if there 
is only two of them. 

Mr. Cummings. Sure. 

Mr. Donahoe. But I think that, as you shake all the numbers 
out, that is something that would fall back as more expensive for 
the Postal Service, but it is fair for the employees. 

Mr. Cummings. Now, someone asked you, I think it may have 
been the Chairman of the Subcommittee, asked you whether you 
were comfortable with the House bill, the one that we have devel- 
oped so far, and you said just about everything. 

Mr. Donahoe. Yes. 

Mr. Cummings. Are you comfortable with the control board type 
system that is in there? 

Mr. Donahoe. That is the one area that I will tell you that I am 
not very comfortable with, and it is kind of a philosophical thing. 
I felt very strongly about the fact that, as a group of stakeholders, 
being the unions and the mailers, we should be able to figure out 
how to get these issues resolved working with Congress, working 
with the Administration, getting the right laws passed so that we 
don’t have to go to a control board type of environment. What we 
have proposed in this plan, if we can get that through and every- 
body have a little bit of skin in the game, we can get the Postal 
Service back on good firm financial footing, clear that issue up with 
the mailers that were “going out of business,” and really be strong 
for the next decades to come. 

Mr. Cummings. Thank you, Mr. Chairman. 

Mr. Ross. Thank you, Mr. Cummings. 

We now recognize the Vice Chairman of the Subcommittee, the 
gentleman from Michigan, Mr. Amash, for five minutes. 

Mr. Amash. Thank you, Mr. Chairman, and thanks again, Mr. 
Donahoe. 
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In a March 2010 USPS action plan, USPS stated diversification 
to non-Postal activities, such as logistics, hanking, and consumer 
goods, would not he viable due to high operating costs and rel- 
atively light customer traffic in post offices. Is this still your opin- 
ion? 

Mr. Donahoe. Yes. 

Mr. Amash. And could you elaborate on that? 

Mr. Donahoe. Here is the thing. The way we look at it is this. 
The Postal Service has a tremendously strong core business and we 
think that, looking out to the future, commercial first class mail, 
advertising mail, and packages provides us big opportunities to 
grow the business itself, as well make some additional money on 
new services. So our focus should be on being the best at what we 
do the best right now. 

When you look at things like banking, there are banks on every 
corner. When you look at cell phones, AT&T is trying to merge 
with T Mobile because they can’t make any money independently. 
Even if you study what the foreign posts do, if you look at what 
Germany does today, Germany makes their profits off of the mail. 
Of course, they charge 85 cents for a stamp to deliver the size of 
a territory like Ohio and Pennsylvania, but they don’t make money 
on logistics. And it would be foolish for us, especially in a situation 
we are, to take our eye off the ball and get into something we are 
not good at. 

Mr. Amash. I have a slide up here which I think really empha- 
sizes this point. This is from 2009. It shows a $7.8 billion shortfall. 
In order to make up that sort of shortfall, you need to run revenues 
of almost $150 billion. And to show you how big a deal that is, that 
would equate to creating 13 Fortune 500 companies, it would be 
more than twice the combined revenue of FedEx and UPS, it would 
be equal to capturing 5 percent market share of the total U.S. sav- 
ings market, and it would be equivalent to building an e-commerce 
business eight times the size of Amazon.com. Do you have any com- 
ments on this? 

Mr. Donahoe. Well, I agree with that. It is better for the Postal 
Service to focus on the core mission. We have people that do an ex- 
cellent job every day out there. We have the best network in the 
world, the house-to-house, business-to-business network. And with 
the growth in e-commerce that we can see coming up, we think 
there are definitely opportunities for us to grow that business. 

Mr. Amash. Thank you. I have a few questions about the health 
care plan. 

Mr. Donahoe. Sure. 

Mr. Amash. Currently, the taxpayer provides a backstop for Post- 
al employees retiree health care benefits. Would you expect the 
backstop to continue if USPS leaves FEHBP? 

Mr. Donahoe. Backstop meaning that if we left FEHBP and the 
Postal Service was out of business, that there would be no 

Mr. Amash. If you were running the plan yourself 

Mr. Donahoe. Right. Here is the way we look at it. First of all, 
by implementing a plan like we are projecting now, we do not plan 
on going out of business. We plan on getting stronger and being 
strong out into the future. That is the goal right there. 
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Secondly, by working through how we actually set up the health 
care plan and how we manage the retirees and how we manage the 
prefunding money that is already in there, $45 billion, we think 
that will be enough to cover retiree health care benefits going out 
to the future. The key critical thing for us, though, is, again, a 
good, viable, financially strong Postal Service going out into the fu- 
ture. 

Mr. Amash. And would the premiums and benefits of a USPS- 
run health care plan be subject to collective bargaining? 

Mr. Donahoe. They could be. We have not really spent a lot of 
time on that, but it would be an area that would be open for collec- 
tive bargaining. That is pretty much the way that the rest of Amer- 
ican business does it today. Currently, the legislative issues cover 
retiree benefits and the retirement portion of the FEHBP. I think 
many years ago there was actually some collective bargaining done 
around benefits and, of course, we consider that going out to the 
future. 

Mr. Amash. And how would USPS prefer to have its separate 
health plan funded? 

Mr. Donahoe. We would fund it just like we do now. It is part 
of the business of running the organization. There is no govern- 
ment money coming our way. We want to be self-sufficient, like I 
said in my opening statement, and that is exactly how we would 
fund this. 

Mr. Amash. And would you immediately want to draw on the 
current Retiree Health Benefits Fund managed by 0PM? 

Mr. Donahoe. There are a couple different options on that. We 
would have to sit down and walk through those with you. I think 
that as you go out there will be a need to start to use those funds, 
probably three or four years from now, but I don’t know that we 
would be doing anything in the next couple years. But I would like 
to sit down with you. We have some people that know that stuff 
a lot better than me. I would be more than happy to cover that. 

Mr. Amash. Thanks for your time. I yield back. 

Mr. Donahoe. Thank you. 

Mr. Ross. Thank you, Mr. Amash. 

We now recognize the gentlelady from the District of Columbia, 
Ms. Norton, for five minutes. 

Ms. Norton. Thank you, Mr. Chairman. 

I have two questions I want to get in in my five minutes. 

Mr. Donahoe, are you aware of the experience of agencies that 
have done exactly what you propose to do, like the FDIC have tried 
to do their own health care plan, only to come right back a couple 
years later? 

Mr. Donahoe. I am familiar with it. I understand that some of 
those changes were due to accounting changes the FDIC decided 
they 

Ms. Norton. What do you mean by that? 

Mr. Donahoe. The prefunding requirements. From what I under- 
stand, when the FDIC moved off to have their own health care 
plan, once they were faced with law changes that required 
prefunding, they chose to move back with the FEHBP. 

Ms. Norton. Because the Federal Government required 
prefunding in their plan. 
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Mr. Donahoe. Yes. And it was smarter for them to move back 
in. 

Ms. Norton. They didn’t have prefunding before. 

Mr. Donahoe. I k now. 

Ms. Norton. Because they were a Federal agency and these Fed- 
eral agencies don’t have to prefund, which, of course, goes back to 
my original question to you, would you be here if you did not have 
that requirement. And, Mr. Donahoe, I am not quite sure you 
would. There is every private employer who moves first to insur- 
ance because we are the only country where employers pay for in- 
surance and that, of course, is the biggest part of what they have 
to take care of, even with the tax issue for them, which you don’t 
even have. 

Mr. Donahoe. Yes. 

Ms. Norton. Let me ask you a question. I think the record 
would benefit from knowing how you are proceeding on the clos- 
ings. We had a number of closings here, then some of them were 
taken off apparently by the Postal Service. How do you decide what 
post offices will be closed? I recognize they have been suspended 
after the Senate intervened, but I assume they are going to re- 
sume. 

Mr. Donahoe. Here is the way we would approach that. Post of- 
fices and stations and branches in, say, a city like Washington, we 
think there are a number of options. Number one, consolidation, 
which we are doing in some cases. Where we just don’t have the 
foot traffic in a place, we would consolidate one into the other, 
maintain the zip code so customers would have no ill effects of 
changing an address. 

In the rural areas we are looking to do some contracting with 
local stores that are open 24/7. In many cases our contract with 
them keeps the lights on in a place like that, and it is also conven- 
ient for customers. One of the other considerations in rural areas 
is what is called extension of rural delivery so that we deliver to 
a person’s house, rather than having them to come to the post of- 
fice. 

But I think the key thing going forward, and this is something 
we have been working with our Postmaster Associations on, and 
that is being able to provide a better match up of costs and reve- 
nues for small post offices going forward. Maybe instead of opening 
for eight hours a day, we would be open for six hours a day. That 
matches the revenues up with the costs and it allows us to keep 
the lights on, the flag up there for customers to have access to the 
Postal Service. 

Ms. Norton. Shorter hours? 

Mr. Donahoe. In some cases, yes. 

Ms. Norton. Well, actually, your notion of partnering with a 
commercial establishment was part of an amendment I introduced. 
I couldn’t imagine why this wouldn’t have passed; it would help the 
private sector, it would help the Postal Service. But, believe it or 
not, that amendment did not pass, and it shows we are not looking 
always for win-wins. 

But I have to tell you, in my own district, I got some information 
back that intrigued me that said that at a post office that was due 
to be shut, perhaps because of your other troubles, there was only 
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one Postal clerk there. This was a neighborhood which people re- 
gard as very busy, very much in need of postal service. People 
would walk in and they would see these humongous lines with only 
one little person there, and they would just walk out again. So that 
is why I need to know what are your criteria when your own 
downsizing may have been inadvertently chasing people away from 
the Postal Service. 

Mr. Donahoe. That is a concern. One of the things that we pride 
ourselves on is customer service, and long lines is something we 
want to avoid. Years ago, when I worked in Washington, D.C., that 
was one of my major impetus, was to work better with customers, 
make sure that we provide a great service. Offline you can tell me 
what office that was, and I will make sure that we take care of 
that. But one of the things we are looking at is making sure that 
not only we have access to post offices, we are looking at putting 
more self-service in so the people have the opportunity to either go 
to the line or 

Ms. Norton. How much are you going to save if you were to 
close every post office that is on your list? And I recognize that 
there is an appeal process. So if you are going to have savings, that 
appeal process is going to continue operative, isn’t it? And if so, 
what would be the savings in the end, assuming that you prevailed 
in every appeal? 

Mr. Donahoe. We think that as we balance up the hours and the 
revenues, we will probably save about half a billion dollars, and 
that is keeping the majority of places open, it is just trying to make 
sure that we have the right number of resources there with the 
revenue that comes in the door. 

Ms. Norton. Thank you, Mr. Chairman. 

Mr. Ross. Thank you. 

We now recognize the gentleman from Illinois, Mr. Davis, for five 
minutes. 

Mr. Davis. Thank you very much, Mr. Chairman. 

Mr. Donahoe, as we experience this era of declining mail volume, 
do you think that the current cap is reflective of your actual cost, 
or should maybe the PRC look at possibly reconfiguring the cap? 

Mr. Donahoe. Well, the cap, there is a good side and a bad side 
for the cap. The cap, from a Postal Service perspective, puts some 
discipline into the costs of the system and makes us work hard to 
stay efficient, which is a good thing. From a customer perspective, 
it provides a lot of predictability, which is a very good thing and 
helps us keep people in the mail. 

To the discussion that we had earlier, we think that there is 
some ability for the Postal Service to raise single piece mail prices 
over the course of the next couple of years. Right now, by law, sin- 
gle piece and commercial mail is linked. We would like, by law, 
that to be changed and have some flexibility. The fact that we have 
Forever stamps out there, customers can buy them and use them 
forever, that gives them a little bit of a discount that way. But it 
would certainly help us generate a little bit of money with what we 
think even 45 cents is a pretty good bargain. 

Mr. Davis. In his last round of questioning. Chairman Ross 
raised the issue of rates. Let me ask what do you see or what do 
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you think might he in store for nonprofit or not-for-profit mailers 
under the proposals that we are looking at? 

Mr. Donahoe. The nonprofit revenues continue, from a stand- 
point of volume, continue to he strong in the organization. We have 
not come out, from a Postal Service perspective, and asked to 
change that. I know there has heen some discussion about increas- 
ing the not-for-profit rates. Those people depend on the mail. They 
will tell you that even though they advertise a lot online, I don’t 
think they get many donations online. The majority of the dona- 
tions that come in to the not-for-profit come through the mail, and 
the good thing about those, a lot of those donations are mailed back 
with a 45 cent stamp, which is good for us. 

Mr. Davis. I have no further questions. Thank you very much, 
Mr. Chairman. 

Mr. Ross. Thank you, Mr. Davis. 

Mr. Donahoe, I appreciate your being here today. I am looking 
forward to continuing to work with my colleagues on both sides of 
the aisle and with you in making sure we do what is necessary to 
preserve this age-old institution, and make sure it is run efficiently 
and effectively. Thank you for time. That will conclude this first 
panel. 

Mr. Donahoe. Thank you. 

Mr. Ross. We will now take a few minutes and get ready for our 
second panel, Mr. Francis. 

[Pause.] 

Mr. Ross. I will now reconvene the Subcommittee on Federal 
Workforce, U.S. Postal Service and Labor Policy, and welcome our 
next panel, our witness, Mr. Walton Francis, who is an author and 
a health care expert. 

Mr. Francis, it is customary for those who testify before the 
Oversight Committee and its subcommittees that they be sworn in 
under oath, so if you wouldn’t mind stand and raise your right 
hand. 

Do you solemnly swear or affirm that the testimony you are 
about to give this Committee will be the truth, the whole truth, 
and nothing but the truth? 

[Witness responds in the affirmative.] 

Mr. Ross. Thank you. 

Let the record reflect that the witness answered in the affirma- 
tive. 

Please be seated. We do have your opening statement by way of 
a written testimony before us, but please, I would like now to rec- 
ognize you for five minutes for an opening statement. 

STATEMENT OF WALTON FRANCIS, AUTHOR AND FEDERAL 
HEALTH CARE EXPERT 

Mr. Francis. Thank you, Mr. Chairman, members of the Com- 
mittee. I am going to just try to summarize very briefly. 

First, the proposal before you is essentially a proposal to dis- 
mantle the Federal Employees Health Benefits Program. That pro- 
gram covers 8 million people. Probably half the plans in that pro- 
gram will be forced out effectively. All the people in all those plans 
will be forced to move to new plans. A lot of these people are elder- 
ly, don’t want any change. They are going to be faced with massive 
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change. And all that proposal is unnecessary, which I will explain 
in a second. So that is the issue before you. 

Let me just say, first, I happen to agree strongly with virtually 
the entire Postal plan that I heard described by the Postmaster 
General, and I cannot urge on you too strongly that it is incumbent 
on the Congress to fix the flawed legislation which the Postal Serv- 
ice now works and give it a chance to solve its problems. This part 
of it, however, isn’t part of the solution, it is part of the problem. 

Second general point, the FEHBP model, multiple plans com- 
peting for consumer business, is a widely adopted and copied 
model, and has been the winning model in the Congress of the 
United States and with the last two or three administrations for 
very good reasons, and I won’t go through the whole list. The 
Breaux-Thomas proposal was to copy the FEHBP for Medicare. The 
Medicare Advantage program and the Part D programs, when en- 
acted, were explicitly modeled after the FEHBP, with improve- 
ments, Okay? But that was the model. And both have been hugely 
successful. 

The original Paul Ryan proposal, Ryan-Rivlin, Rivlin-Domeneci, 
Ryan-Wyden, which I think is maybe the best of that group. Just 
the budget resolution that the House passed a few days ago, the 
Medicare part of that is modeled on the FEHBP. 

The Obama Administration’s health reform, whichever side of 
that issue you are on, the State exchanges where multiple plans 
compete for people is modeled on the FEHBP. 

Now let’s talk about the prefunding issue. There is a reality here. 
The prefunding is not going to be paid, ever. The $5.4 billion is 
toast. It may be carried on the books as a debt owed the U.S. Gov- 
ernment; it may be written away by legislation you pass. I don’t 
know how it is going to be solved. The only thing I am sure of is 
it is not going to be paid. 

So now the question is why are we going to destroy the FEHBP 
to create what amounts to a fig leaf for not paying the $5.4 billion? 
I just find that Kafkaesque. It is driven in part by the budget rules 
that control you to some degree in how you account for things, but 
that is the reality. And a part of that reality is the money in the 
trust fund, okay, actually, every trust fund. Social Security trust 
fund, but the prefunding retirement thing, that trust fund is a 
paper fiction, it is an accounting exercise. Any money spent out of 
that fund will actually be spent by taxing the American public or 
borrowing money to be paid by our children some years hence 
through taxes. The money is taxed, it is not there. Remember the 
Clinton Administration, all the lockbox talk about Social Security? 
That was essentially a debate over this same issue. 

I will stop there, but merits of the proposal. I have to tell you 
I have read one of the consultant reports that the Postal Service 
got and I have read several of their own reports. They are full of 
errors, false assumptions, misstatements, and so on. I won’t go 
through all the examples, but I have one simple one. They are talk- 
ing about saving money on prescription drugs because they are 
going to operate a single plan that is going to enroll 2 million peo- 
ple. Well, the FEHBP has a single plan that enrolls 5 million peo- 
ple, it is called Blue Cross. Funny thing. How are they going to 
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save more money covering 2 million people than we can save cov- 
ering 5 million people? It is unreal, okay? It is made up. 

They have never recognized, but I have given you in my testi- 
mony details, on it is going to cost at least half a billion dollars be- 
cause the Postal employees are subsidized by the GS and other 
non-Postal employees who are much younger, on average, and 
healthier, and it is all one pool. So there is a half billion dollar- 
plus subsidy every year going into the Postal Service. Okay, they 
pull out, they are going to have to spend an extra half billion just 
to maintain existing benefits and premiums. They start a half bil- 
lion a year behind. 

The other point I want to emphasize is a lot of what is going on 
here is shifting costs from FEHBP to Medicare. That is not real 
savings, that is moving it from one pot to another. And when you 
get some real analysis from CBO or others, and I don’t count the 
Postal Service Inspector General in this group, you are going to 
hear what I am telling you. 

The Postal Service, unlike most Federal agencies, has a lot of 
flexibility right now under current law. One of the suggestions I 
made in my testimony, kind of buried near the end, is they could 
offer to pay its employees a bonus for signing up for Part B. Just 
say we will pay you $100 if you sign up. Or they could say we will 
pay you $100 if you switch from higher cost plans to lower cost 
plans. They have the ability to create employee incentives right 
now. They are not bound by the general pay schedule and all the 
rest. 

Their record, I won’t go through their record in the past. They 
have bargained with the unions quite improperly. The unions have 
sought the best possible benefits for their members. That is their 
job. But one of the prices paid by that has been overpaying pre- 
miums relative to the non-Postal side and relative to the private 
sector. 

The good news in all this is they are focused like a laser on the 
biggest single defect in the FEHBP, the interface with Medicare. 
And I cannot commend to you too much how important it is to ad- 
dress that issue, but not for the Postal Service alone, for the entire 
program. It is crazy the way it is done now. And it is going to get 
worse. People are going to bail out more and more from Medicare. 

I might add, this Committee, I don’t think, has the jurisdiction 
to solve this problem alone. For one reason, they are proposing 
mandatory enrollment in Medicare Parts A and B. Well, I am going 
to tell you something. There are tens of thousands of 80-year-old 
widows. Postal Service widows who do not have coverage for Medi- 
care Part A due to their work or their husband’s work, and who 
opted out of Part B. The premium cost for one of those widows to 
join Parts A and B, right now under current law in the Social Secu- 
rity Act, is over $8,000 a year. That is what it would cause to man- 
date that that widow leave the Postal plan she is now in and sign 
up for A and B. 

There are several ways to reform this. Part of the question will 
be who is how the saving is going to be shared between the Medi- 
care program, the employing agencies, and the FEHBP system, and 
the retirees themselves. A lot of options here, but the basic idea, 
I think, is to provide positive incentives to retirees to join, first 
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place, Medicare Part A is automatic. It is illegal to collect Social 
Security in this Country if you are not in Medicare Part A at age 
65. 

So this stuff about people aren’t signing up for Part A or all 
these taxes that have been paid, all the taxes paid are Part A 
taxes. Anyone who is not in the 80s or 90s of Postal Service retir- 
ees already is in Part A once they hit 65. So that is a false issue 
and it has been misdescribed. Again, I am sure it not the Post- 
master General’s fault, but the people who write his speeches, the 
people who prepare these consulting documents aren’t getting it 
right. 

Part B, where the premium for most is $1200 a year, the right 
model is the employer or the plan, directly or through the em- 
ployer, subsidize people, incentivize them to join Part B, and you 
don’t have to give them 100 percent, complete wraparound benefits, 
which is what they now get if they have Part B, because that in- 
duces massive waste. And there are real savings to be made by re- 
ducing overutilization of medical care. 

Thank you very much. 

[Prepared statement of Mr. Francis follows:] 
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Mr. Cliitiinkin, and nicmtx'i‘> of the StibcoBiMittee; 

i am pleawil to icsui) K-lorc, exiuloday tsoBcenting the cuitcnt status and ix-iloimancc is! the 
Fxateral f 'mpKn ces Health Benefits PKigtant (FEHSP) ® it relates to the I 'mted States Postal 
Sci\ let'tl’SPS) and I'SPS soh cticy pfoWetHS. I am Ktifjingtn my persona! eapaiatv. not as the 
pi’iictrstl iiullior I't < lU.l KHOOK'sGuMf taUtSihPlam for fedemt hinphni cs. :iuU mn as a 
eonsultant to ilic (enters tor Medicare and Medicaid Services. All ricus expressed tire m\ tnxn 

I el me start N saxing that 1 base a great deal esf sympathy for the USPS, Mbieh hnds ttsell in a 
ptedicament that ts piimanh the result of a,(l)flavi'ed statute that enables the ('ongiess ol the 
1 'titled Stales Ut mieiomanagc what should be business decisions, of (21 biifarre aceounlmg and 
budget scoring rules that fail to rccogniM' fiscal tealtics, (3) of an Internet business thre-at w hose 
SCI eiitv ten if an>' could have fully foreseen as recently as a decade ago, ami of (4) cssi-nual 
rclorms to the Mcdtcare/FEHBP interface ttot aft long overdue and that were ne\er scnotisK 
etiiisidcied b\ the Congress o\cr the last dccale, under the stewardsliip iifcuhcr pans or eithei 
brunch ot' g«)\ eriiment. Por these rcasoiK alone, the Congress should gne the USPS tiscal tchel 
to the lime of billions of dollars a year. 

But the piiibicm is also otic of fissal and bttfgainini mistakes by the USPS, and nowhere haic 
these mistakes been as important as in its (5) decisions on health insurance subsidies fix' its 
employees. The USPS has lor decades prn\ ided imncces.saiy subsidies to its emplovec.s' hcallh 
tnsuranee costs and, despite some recent reductions, still pays a higher share of premiums by far 
than is -sumdard among American coi'poralions or consistent with its fisatl conditton. 


Twill address each of these issues in turn, and then address (6) the health insurance refomis that 1 
thinif the USPS and the Congress should make. In fact, I regard the current po.stal fiscal crisis ass 
a wemlerW ORXWuojty to mtikc changes that would protect and prcsenc the FEHBP for 
decades to come, to the benefit of all employees and retirees, both postrf and tiori-pi'ista!. 

Dismantling the FEHBP 

The USPS pri'ipos.ds would massii eh disnipt or destroi the FEHBP, the single mo.st sdccessful 
health insurance program eicr operated by the United Slates gosenimem. In destroying tlic 
FEHBP, the USPS wi'Uld Jisnipl the hcallh iiiMiiance of 8 million .Americans, and breach 
statuloiy eniulcment promises made to mdhons of federal retirees. In a uorlJ w here the House 
of ReprcscnlaUvcs’ own Budget Rc,solution, voted just a few dajs ago, is mutinciy dtstnissred as 
‘TiidicaF* or “ideological,” these proposals certainly e.xcced m immediate hami an\ thing the 
Congress has proiiousiy endorsed or vmed for other Medicare recipients or retirees. No one, for 
esampic. has pre\ loush proposed radical reductions in the statutory retirement benefits of 
CMsimg Medicare retirees. Yet the USPS proposal does just that. 

It Aoiiki pull out almost one fourth of current federal employee cnroliccs, and a like pcrcemagc 
Ilf Fedciai imnuuantenrollccs. Wans that cuncntly enroll half or more posuil cmpknccs. such as 
the National AsMX'tation of Letter Carriers {HALC.) plan, and the Rural Posimastei pUm, a oiild 
be decimated. !l is hard to .see how the FEHBP couM survive with any .simiianb to its current 
design. Foi example, ihetctirc 18 plan ofrttofts available nationally to Federal cmpkixt'cs and 
retirees Ot these pktns, 15 arc open to all cmj^oyces. If all of the peistal union plans (ail but one 
o! A iuch ate open to all Federal employees) went under, die total number ot nafumal plaits 
would Ji(sp lu I !. .md those I'pen to all would drop fo8. HMOs aside, plan choices would be cut 
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in lull toi all empioxce'i at>it fstirees. And njanyHMOsxvxwid leaxc the projaain a-s well, 

as Ihctr enn itlmcnt dropped m cities and towns all over AniErica. 

rile mimbcis ol employ ccs and retirees affct^ WOdJd be staggering. For example, the Mail 
Handleis StantJard option plan enroJIs abisit I W,0(X) employees and refnecs. OnK atsHH IriaXK' 
of these are |Xisial employ ecs. If this plan W'cnt under, ail ISO.OlX) Federal employees and letmxs 
wotilJ be forced to change plains. Likewise, IfceNALC ^an enrolls about litt.tXH! employees and 
leiirecs Mx>ul of these arc postal eotj^oyecs. If this plan nonf imdci about !20.txi0 

cnipkni'cs aiul ictiiw's would be forced to change plaos. In both cases all postal anniiilanis oxei 
the age ol fi.b xxouki be k'iced iwt only to change pians bn! alw to leave the FEHBF. 

President {flxima Ikis been cntia/.cd for pRWiising that under Health Rctorm all Aniciieans 
would be iil'le ti'stuy in their existing health plans. To whatever degree this promise was 
exaggerated, the I iSPS plan, if adopted by fte Congress, would make it kxsk tike solid gold. 

The FEHBP as a Model for Insitrance Reform 

In my scholarly bixik, /’/t/nwg Medicare Cmsumers in Charge: LeMomJrmt ihe 1 

concl uded that o\ ci the last 50 years the FEHBP has oatperldrmcd Medicare in a»t asntrol, tn 
service, in benefit generosity, in fraud prevention, and in protecting cnroilccs from 
catastrophically high health care expenses. 

1 was not the first to teach these conclusions. Ev'Ciy' major Medicare rcfonii propvisa! of the last 
decade, enacted or not, has been ba.scd on the FEHBP naxlcl. In IPO.S the Henuigc Foundation 
published ‘The l-'KHBP as a Mrxlel for Medicare Reform." During the Clinton Administration 
the National Bipartisan Commission on the Future of Medicare, otherwise known as the 
“Breaiix^Thomas Commission,” in 1 090 endorsed the FEHBP nuxlel of consumer choice among 
competing plans fax a majonty vmc, just short of a su[rer-majonty vote. During the leccni Bush 
Ad®iB;istllation the Republican-controlled Congress enacted the Medicare MiKlcmiMltoa Act i# 
2(XB, explicitly modeiing both the Medicare Advantage program and the Medicare Prescription 
Drag Piogram (Part D) on the FTSHBP. In fact, the MMA rcciinres that in admimstcring these 
programs the Ccntci's for Medicare and Medicaid Services (CMS) use the policies and metluxls 
tjf Ihe FEHBP. 

All of ihc recent reform pioptw,als for Medicare, including the first Ryan plan, the Ryaa'Riv lin 
plan, the Riviin/EKrmeneci plan, the Burr/Cobum plan, the Lieberman/Coburn plan, and the 
Ryan.'Wyden plan (among othens), have attempted to follow even more closely' the FEHBP 
model under w hicb all plans (including onginal Medicare plans) compete on an equal Rxvfmg to 
.itlract cnroilccs, holding down avsLs through competition among plans. 

The Rand GrahamtLcefDemml plan introduced last week, which would enroll all .Medicare 
beneficiaries in the FEHBP, would not only follow the FEHBP model, but would explicitly rely 
on the FEHBP plans to enroll .50 million Medicare bene! iciaries in the same risk juiol as Federal 
einpUw CCS and retirees. Whatever one’s view of this scheme, (he USPS pro]xisal vv ouki destroy u 
as an option. 

In the presem I'ii.ngcvl political environmeat, WilJt arguments before the Supreme Court mi the 
mdiv tdiial maiiiliuc even today, I hesitate to mention this, but the Obama AdmtmsmmoiEs hsalth 
relonn law loliows the imxlel of the FEHBP in ptMtoting competition among health plans tn a 
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health insuiance eechanae And «hat,t)oeBsigMask,are tliCHiajor ditteienccs Klv\ceii the 
Fr.HBPstalule and the legal challenge before fc Supreme Court? One aiisucr tc that imhke 
health leioi m. Ihc rniiBP d(xts iM impose an telivMaal manslaSe. 

U harJh seems inappiopiiate to ask how, erf aB ihose tosniaace experts nf bt>ih jwities and hith 
houses ot Coiigiess win* h;nc icxrked to theFEHBPasaBKXlei, <>ni\ she I'SPS sees u as ait 
albatross to be ats'lishcd, 


FoMow the Money 

The i SPS has no proicssional or historical competence in insurance design ot in anah sis i»l 
health insurance reform imxlels, andpnsbaWy no real desire to gain these. The I 'SP8 is clearK 
looking lor a soliilion that would allow it toolXMna taxpayer subsidj m the billions ol dollars. It 
would do so by claiming that its new plan would enable it to eliminate or easily reduce the 
eoiilri billions to FEHBP re.scrrcs for retirees that it is fVnvctl to make under present law . The 
moin-es lor this arc perfectly clear and transparent Ijuleed, in some sense the logic ol the- ! 'St’S 
proposal is impeccable. If a debt is onerous, make whatever changes are needed to write tt ott. 

U is not my intention to anah /.e the actuanal ortegal rationale th«>ugh which the USPS .seeks to 
reduce, most noUibU , the $5 billion a yettr it is cufrentiy required to ptiy to “pre-fund" its retiree 
health benefits. But I will make the follow ing observations, which can readily be conHnned by 
the Congressional Budget Office or any fiscal expert. 

llmlcr curicnt law , the f ederal go\ eminent maintains a number ol trust fumls. including the 
Federal retiree health benefits trust fund, the Medicare Part A trust fund, and the Sixiial Security 
trust fund, that arc intended to somehow segregate and preserve funds to meet future obligations. 
Under the fiction that the I'SPS is a true business (a pimcip.il supptvscdly established tn ihc !v70 
Ptisfeti Rcorgsiniation Act, and rcaffinned in tlic 20(Xi Postal Accouniabthiy and Btkmccmcnt 
Act), the U’SPS is suppivsed to prefund its retiree obligations on the same basis as pnvatc 
c<J:rpoat»n.s, But the 2(K)6 Act in particular was an exercise tn science ftciion. it gave the 
iBederal gewemment a budget w indfall in the arcane “.scxiring” rules that gov cm Gongrcssiojal 
score kcepi.ng"On budget matters. 

But all these trust funds arc “let’s pretend." You may recall the debates late in the Clinton 
Administetion over placing the Stvcial Security trust fund tn a “lock box.” The only thing more 
surreal than those debates was the undcriying reality: all of these trust (unds arc EMPTY m fact 
if tKii in accvumtmg. The money has been spent. The only things remaining arc aceoimling 
pretenses. lAit another way, every dollar that the USPS docs not contribute to deficit reduction 
through charges to its patrons or reductions in employee benefits ts a dollar that the taxpayers 
w ill have to bon’ovv now and repay in the future. The issue bcftvrc the Congress is not w hether or 
how ID fund real obligations with monies pl»ed in real trust funds, but how to appoition 1 l.SPS 
insolvency among futua' taxpayers, p<»tai patrons, and postal employees. 

In rdnttaiy , the HavGroup consulting ftnn: presented a purportedly sound analysis o! the ISPS 
piojxisals whose “starting pvvint” was the measurement of trust fund obligations prepared by the 
GPM Oltice of the Actuary. But all estimalcs by (hat OlTicc are baseti on the accoiiiuing liclion 
that the trust funds actually exist as dedicated funds unavailable to lund the covenimenl's current 
account deficit. The HayGroup report on “United States Postal Service ReWee tlealih Benefits" 
made clear in its key .issumption on '‘Funding Metted” that “the funding lorccast .resumes the 
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I'SPS rclams the PSRf IBf - dsNCts” {page 2). TlKse assete <to not cu.st cMX'pi as a legal aikl 
ace.Himiiig tiction The money has been spent 

{ Xs an asiUc. the HatOroup rcps>rl was dated Fe^tJary 10, 2012, and assumes dial alt annuiianls 
o%e! age 60 “enroll m Xkklicaie ftuts A and BwjttlflO penalty” (jsige 4l. Meanwhile, a I 'SPS 
Powei Point pieseiitalKtit entilie “USPS Health Cafe ftogram.” apparenth also piepaicii m 
1 cbnwiy ot 20(2. sa\s that “growing nmjwfidpation in Medicare increases costs for 1 'SPS and 
lor patlicipanis" i fvige o). Apparently the USTO apd its consulting firm are not on the same 
page. I 

This (iscai legerdemain Slicii raises the crfjvious qaestion; whj dismandc the Flii IBPli* piosene 
acs’oimhng fictions that no responsible and infoimiM adult beiictes to be true? Wli\' not just 
eliminale (he’ prepasment obligations by the stroke irf* « pen, and leave this Visliiahk- progiam to 
etiininuc to pun hIc high value for moneyf Is the Pcdcral gen emment really so inciimpeietit that 
il would abolish one of its most cost-cffcctive pfogiams to maintain the pretcn.se that it is liscalK 
icsfcmsiWc? 


The USPS Substantive Proposals on the Merits 

The DSPS has changed its projxvsals in recent months. Originally . for example, it claimed that a 
major pan of its sa\ mgs would arise from pay ing new Postal employees a lower health in.surance 
subsidy . This claim suffered fntm the obv lous problem that the USPS won’t be hiring any 
consequential number of new employees tor decades as it dow nsi/cs— sto mgs zero. 

Then and now the USPS claims that FEHBP plan designs are somehow obsolete and do not 
match “best practices" in the private sector or align “exist to v aluc.” This naturaih raises the 
question as to how all thc-sc Congressional leaders and experts of both parties could have been so 
badly fooled all tlicsc years. How i.s ii that only the USPS has Ixx'n able to detect that (he FEHBP 
plans fail to pRiv idc health promotion and wellness benefits, and chrome condition and difsistse 
management programs? And of cxiursc the truth is that the F-El IBP provides alt these things and 
iSiSttty wore. H is more than passingly ironic that a USPS sy stem facing ever more dev astatittg 
CCWlpctiliWt, include paivd earners and the Inlcmct, fails to understand that competition among 
cotltpcting Iwsdlh plans driv cs down costs while improving service. 

Nonetheless, the F'EHBP is no longer the best raixlel of effectiv c competition among health 
plans. Medicare Advantage and Medicare Part D share that blue ribbon prize. After ail, Part D 
has held its costs to a level roughly forty percent below that predicted by both CMS and CBO 
actuaucs and experts, a record the FEHBP cannot match. But the FEHBP is no slouch, and has 
outperformed the “one stze fils all” traditional Medicare for almost the entire history of both 
piogiams in controlling costs. As a point ot' ctanparistm, the mis-designcd TRICARB system 
makes even iriKhtional Medicare Uxik like a miracle of mixiem managcmeni. 

The cui lent “discussion draft" USPS propiKiri prwidty prcxrtaims that it will prov ide a rcfoi m 
that « li! "csjX'Cially twnefit annuitants vvhoeover cmly self and spouse” (as uppiiscd to kugcr 
tamihc^i The tiuth of this claim is easily tesled. Aeeoniing to the U.S. governmenTs Mcdic.il 
r XjX'iidiUtrc Panel Survey (MEPSl, the annual ctssl Of health care at age 55 to 65 is about 
|X’r person ,Su the cost of healthcare fora relired ccwple is approximately SUs.iXK). The annual 
cost loi an adult undci age 35 is about $2,(X)0,aii(l fora child is about S1,5X). .icciirdmg !o 
MI .PS. So the annual cost of a premimn for a retired eoujrfe would be alxiut S16,(xx>tlcss cost- 
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'.haniigi and h'l a >oimg laniilyof fourabout$7,000(lcsscq$t >haiinj:) in oilier woaK, line 
w ondertul ictomi rr ouid. oilier things «jual, charge retired «wplcs moix- than JouHc Ihc 
premium amoimi cluii gcil >oung families. 

Tlx* l.iKil) ol ihis pific dieam about the alleged benefiteirf a “couples” pu'niium lu'. Ix'cri 
Ucsciilx'd loi Uecaik’N b\ tile OPM iKtnari« and by adticc given through (HfCfClUfOK's (iaidc 
lo Heiilih I'l.tns fur / ctlmii Fmplayees. Butthepc»tal barcauerais ho designed ihcsc “rclorms” 
UR- not health ni^tirancc experts and would JK* bsf expected to know such things. 

Imeivstingh. the hcbiuarj 2012 USPS discttssjiMB draft, in describing the ''key Icaliircs" of the 
••jiix'piisesi list’s plan” demonstrates an either unintended or dchberate decision to dtastaalK 
reduce insuranee bciielits. Thts contradicts previous USPS promises that it wouki maintain or 
impiotc ihosc bench ts. 

I 'ikici ihc discussion draft proposal. Blue Cross Standard option is descnbcd as charging i 5 
peiccnt in new oil coinsurance for most services. This is false. This plan charges no coinsurance 
tor inpatient hospital services and $20 or$30ct^\'sfor most outpatient services. The dix'umcm 
then goes on say that the Blue Cross plan has a $5,000 t>ut of pocket hmit and no limit for 
lircscription drugs, cv cn though drugs are mcUided in the plan’s $5.tXX) OOP limit. These 
features arc proudly conimstcd vv iih u USPS "High Option" that charges Kt percent coinsurance 
for ail hospital sutys and all physician \ isits, and that has an OOP limit of .$7.5(X) for medical and 
drug expenses combined. If the best USFS plan is so infenor to Blue Cross Standard option, one 
httiialcs to describe the "Middle" and "Value" USl’S opitons. Stittice it to .say tha! not one 
single FEHBP plan has bcnclils as pvxir as ihc "Value Option,” and onh one hits benefits <»s poor 
as the "middle" USPS option. So ihc trulh is rev caled: m sharp contrast to earlier pnMtises, the 
USPS nvvw profxwcs a massive I'cduclion in health insurance benefits lo current employees in the 
name of m<xletni/.ation anti value purchasing. 

To ttTsce.<nthg Cfodil. the USPS plan includes a consumer-driven high deductible optttui itl its so- 
called “Value Option." This plan would have a $4, (XX) deductible. But there is something 
tftissing. Unlike all the consumcr-driv cn plans in the FEHBP. there is no 1 tcalth Sav ings Acctntnl 
0:r comparable leimbursable ammgemcni. In Ihc FEHBP plans, this account is lypicath abtxtt 
$i,.'500 fo.$2,(XX) fora family. In dK USPS s-cheme, it got left on the cutting tabic. 

It is not an easy task to design a sensible health insurance reform, and there is an imptvrtant and 
essentially insurmountable problem facing the USPS proposal. The FEHBP operates as a single 
risk pvxil. An agency w ith a disproportionate number of older and more costly cnroliecs has its 
premium costs subsidized by agencies with a disproportionate number of younger and !cs,s costly 
enrdices, V oangcr and older cnroliecs pay the same premiums. Experts and cihicists differ on 
the merits of such a system. But whatever its overall merits, it is the reality of the FEHBP and of 
the system the t ISPS proposes to leave. What do current data tell us about the problems crcatcv! 
by a pullout? Quite a lot! The follow ing table show-s the consequences lo the USP.$ ofa pullout 
liom ilx F-EHBP, using 2tX»data: 
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As these numbers show, the USPS has an employee prxtl that is substantially more costly than 
that of non-postal employees, simply because it is older. To prot ide the identical benefits and 
premium Icccls to USPS employees that nonpostal employees reccit e w ill cost about one sixth 
more per employee, or about one tenth of the all-employee average. Put another way, just to 
break e\ cn the USPS w ill hat e to reduce benefits or increase premiums by about one tenth. 
Considering that USPS employees number atxrut 500,000, and that a\ erage premium costs per 
cnrollcc in the program (self-only av eraged with self and family) arc about $1 1,000, the costs of 
a pullout to the USPS will exceed one billion dtvilars annually just to maintain current levels of 
benefits and premiums. And ov er time, as the postal work forced ages further, the costs w ill rise 
shaiply. 
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Put .mother wa\. the Thl IBP is a giant iasurance porf. All worker*, and retirees pat eithera sell- 
oiih or seil and lamil’i premium, regardless of their age. Yomger workeix stihsidi/e okler 
w oilers Retirees with Medicare subsidize all the wst, because Medicare is ■•pnmarv” and pars 
ahoui three fourths of health caro costs (more, for the few Pederal retirees w ho gel irivseriptitm 
drug eorerage Irom Medicaic). Within this iKrt, pasta! CtBj^oyccs bcnel it because the) arc older 
and more eostte ih.iii axcrage Were the USRS to pill out, its premiums uouki incre.ise to 
mamtam cmioalcnt Kmclits, while thwe <rfother<*Sairi other non -p>sui! workers would 
decrease. 


The USPS Record In Health Insurance Cost Coiilro! 

I inhkt almost all idher agencies, the USK has substatifal discretion over insurance bcnctits. 
While she I SPS was not gi\cn the aulhority toovemde OPM m plan pmidpition and benclu 
design decisions, ii was gnen the authority (odccidcoa premium subsidy levels. 

That aulhoriie , exercised through collective bargaining, has led to malti-bilhon dollar spending 
decisions. This year the LISPS pays up to 83.5 percent of plan fwemiums, whereas for (IS and 
oihci non-postal cmplovcc.s the maximum payment is 75 pcicent of plan fstemiums, And the 
I ISPS pays tht.s rale up to 80 percent ol' the costs of the average plan, comptired to a ceiling ot 73 
percent for nonposlal employees and all retirees. The result ot this generous contribution Iwmtiki 
is that on average the USPS pays about .$ 1 ,(XX) more for family prcmium.s, and about $5{X) more 
for seif-only premiums, than the rest of the govermnent. This is a rate negotiated thnnigb 
coltoivc bargaining, and in prior years the difference vvtis even larger, but for an wganizatton 
that IS essentially insolvent, and has known for years that insolvency Ux>mcd, that seems rather 
oddly gcncfons. Cmsidciing that about two thirds of postal workers have ftunily pdrctcs, the net 
cost of this diflerentia! in 2012 exceeds $400 million. Over the last five years, the cast of this 
differential has been close to $3 billion. 

Indtfettttrily. accoidmg to the Kaiser Family Foundation data On employer insurance, fhe ayeage 
percentage ot premium paid by large employers is around 70 percent. So it is the USPS, not the 
nonpostal w ork force, w hich is out of line w ith mrxlem employer practice. 

What i.s worse, the USPS initiated w hat is arguably the single woiM mistake m the history of the 
FF.HBP. •‘Prenmtm cxinversiim” is a system m w Inch the employee shaic of premiums is ta.x- 
sheltcred (this is on lop of the tax-free status of the employer share). It is routinely used by 
corporate .America because a shifts costs to Federal taxpayers. Howev cr, it .makes no sense for 
the Federal gov emment itself, bcciru.se it takes from one pocket to put into the other. From an 
insurance design standpoint, in a competitive sy,stcm like the FEHBP premium conversion is a 
disaster, Iwausc it allcmiauxs the already weak incentives for entollecs to chixwe more frugal 
plans. Assuming that the marginal tax rate of a postal worker is about one third on average (this 
includes OASDI taxes and .Slate income tax), the 16,5 percent employee share of premium 
becomes more like 10 peiccM, 

Unlominalciy. the Office of Personnel Managcmcftf copied this mistake several years af Ici Ihc 
1 ISPS led the way. It is hard to estimate with any jweeision the effects of this policy over the 
ye.irs. but it is likely that it has led to average premiUB increases, comp'uci.i to wh.u they would 
othciwisc h.ivc been, of close to half a percent a year. Or even more. Total i-EUBP costs arc 
likely several billion dollars a year higher than tl»y would have been without isremium 
conviisioii. 'fhcie i.s dramatic confirmation of the telatively weak cuirem mccniivcs m texlay k 
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r-BHBP in tlif latiiiic ot the sex era! consuiner-4riven and high deJiiclibic plans— almost all <>!' 

XX inch arc cxcsilcnl bins— to attract iHMe ten alxwt one percent oJ total 11 -HBP enroll mem 

W liat ihc I iSPS CauM Da Under Current Law 

\s the* discussion ;i(x)xc suggests, the FEHBPcoaH generate much Urger sax mgs itwn u xkx's 
noxx Si'x oral \ ears agxx I sicx eloped a taNe to show Federal agencies hoxx muchthex ssniKIsaxe 
if ihcx make < 'HI ( 'KlU H )K's (kikfe to Health Plam for Federal Employre.s ax aikiblc ixnlinc to 
Ihx'xr cmpKnccs. and ctTcctixcly cnwutaged its use during Open Scasxxn. The key pmm is that as 
tmich as 75 percent ixf each cnrolice’s p(¥ niiBas is jaid by the employing agency, ihunigh its 
Salaries and L\{X'nses account. While the table is slighdy dated, and undcrsuiies potcniial I'SkTs 
sax trigs txxherc the contnbiition rate isnoxr ashtgh asSS3.5 percent), the fxstcntial saxtngs arc 
raihct substantial, to say the least. As the taNe show's, forexery empkxyce xxho sxxitchcs tiom 
one xxt the do/cn highest cost pkin.s to one fli' the dozen lowest cost plans, the axcrage .sax mg is 
n Highly $l,fXXK Assuming enn illmciil choices sre stable, xxhieh they arc m the FEHBP, tins is 
not a one time sax ing to the agency, but one that continues year after year. 

Agency Savings P otential 2010 


i 

BIweeKfy Govt ContrtbuGon 

Biweekly Saving from 
Switerft 

Anotial Saving from 
Switcit 

f 

i Seif Pferraum 

Fan^ly j 

Prermum 

j : 

Self 

1 Savinq 

Fan«^ 

Sav'K^ 

Seif 

Saving 

: Family 
; Saviita 


Govt Contributien for 12 
:h^h«st Cost Plans In DC 
Area (Maxiwuro Govt 

Contr) $167.61 $376.04 


GovOTmam Contribution & Savinas Under 12 toxvest Cost Plans in the DC Arva: 
Mail Handlers Value 


Option 

$82.68 

$197.12 

$84.93 

$178.92 

.$2,2» 

$4.6» 

Kaisaf StamJard' 

$100.49 

$231.13 

$67.12 

$144.91 

$1,750 

KlfJrll 

Aetna Healthfund HDHP 

$103.51 

$226,68 

$64.10 

$149,36 

$1,670 

$3,880 

Mail Handlers HOHP 

S107.60 

$243,81 

$60.01 

$132,23 

$1,560 

$3,440 

G£HA St 

$111.08 

$252.41 

$56.53 

$123,63 

$1,470 

$3,210 

Urgted Heath'care HDHF 

$113.38 

$253.29 

$54.23 

$122,75 

$1,410 

$3,190 

APWU CDHP 

$116,55 

$262.20 

$51.06 

$113.84 

$1,330 

S2,960 

GEHA HDHP 

$131,82 

$301.08 

$35.79 

$74.96 

$930 

SI .950 

United Healthcafe CDHP 

$135.45 

$299,84 

$32.16 

$76,20 

$840 

S1.980 

Biue Cross Basic 

$139.52 

$326.75 

$28,09 

$49.29 

$730 

$1,280 

Aetna Open Access Sasic 

$145,62 

$340.79 

$21,99 

$35,25 

$570 

$920 

Aetna Hec»!thfund CDHP 

$145.73 

$347.75 

$21.88 

$28.29 

$570 

$740 

Average governmenl savings under these 12 




51,250 ! 

S2.660 

Aveiage tor Suit and Family Comt^ed: 


[ 

$i,@ao 



I haxen't had time to make thc.se calctilalitMs tnofe piodse for the USPS, or to reflect etirrcnl 
postal employee plan enrollments, butal) 0 llp 8 trt.estttnate would be that if one half ol posiui 
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empliijcev coiiid be peiMuJcd !o switch from one of the higher cost jiKihs liner one ihiid are m 
Blue ('rose Standard option, Sorc’eample) tooie trf the lower cost piaiis, 25(>,tKHtempk>)ecs 
nines a I'SPS sa\ aig in excess of $2,(XX>each yf<OBid bring in $500 million in sarings in the liisi 
>iur alone. '\)nJ this saving would putcaiftoyewitt gtjod plans, not (he slrippetl down vs-rsiims 
the I’Si^ IS now piopt'smg. 

Here is a simple suggestion: The USfB cottMMfera wo hundred dollar \ear-end bonus. |x:rhaps 
as a flealth Sattiigs .-\ccoimt, to every employee who made such o ,<w itch m the next Open 
SsMson. 

This IS but one optum under cunenl law. There are Whers. Fxir example, the USBS and the pisial 
unions I'ouki collaborate on a premium contribution refottn similar to the one I rccommeiiilcd in 
/’w/rwi; Mi'ili: •tin- Consumers in Charge: lessons from ike ffUBP. The basic iilea is that the 
got crnmein ciintnbutioii could be 1(X) <€ the cost of a lower benchmark, such iis 7(i pereem ol 
the u\ Cl age ol all plans’ total premium tx«.t. This xvould actually reduce the employee share ul 
piemium lor the most Irugal plan choicc.s. But it would raise premiums for those lu the higher 
cost plans. Postal workers themselves would decide which plan tochtyisc. Wim among the wide 
set of choices offered today (almost tw o do/cn plan rations ihrsuighoul America, mst just m the 
IX' area). Or cr ti me, workers w tiuld grav italo to tower cost plans and the USPS would save a 
great deal of money. 

The Good News About the USPS Retirement Proposal 

Tte 0® gwxl thing that i see emerging Irom the USPS proptrsal t.s iK fiiciK on the groviing 
problem o! Vletlicare'I'EHL-iPptcmium and benefit coordination. 

hfcdicare was cicated over 40 years ago, and the FEHBP over .“iO ycaix ago. The design ol each 
has not sigmfiCiintK changed since its inception, with the majoi exception that MeJicaic has 
added private plan alternatives and a system of choice based on the FPi-IBP niiKlel tn Medicare 
Advantage, as well as a prcscnptton dnig benefit. Original Medicare remains frozen in the lime 
warp of vintage hdriO insurance patterns (c.g., the nonsensical bifurcation between hospital and 
physician exists, and the tailiirc to use networks to control exists). The l-'EHBP has agexi lar more 
graccluliy. with a market driven structure that readily adopts the laicst and best insurance 
practice.s. But neither preigram has made any sensible accxmimodation to the existence ol' the 
other. 

Absent Icgislatn c reform, OPM and the ptan,s have struggled to create some kind of 
cmrdination. Unfortunately, the one they chose creates a major problem. All but one of the 
naiioruil fce-1'or-scrvicc plans in the FEHBP etffer 8ge-65 enrollees a seemingly wonderful 
bend it enhancement. The plan.s promise that if tbeenroliee has brvih Medicare Parts A (hospitall 
and B (physician), all hospital and physiciaa care will be free— nodcxluctibles, no coinsurance, 
and no copay ments. Not only that, all this medicid care will be free wlicthcr or not the enrol lee 
uses ptck'ited providers— network constraints go away. What could be wrong w iih this 
ivondcilul benefit enhancement? IncteeU, the great atajnnty of retirees elect to pay the Medie.itc 
Pail B premium at age hS. and enrcfl in one trf the national fee for service plans. 

This wondertui coverage comes, however, athhigh price. In 2012, the total premium cost bn 
the most pipui.ii ehi'ice in combination with Medtcare, Blue Cross Standard Option, w ill cost a 
leuied cs'uplc ovei ST.StXUn premium. This is a “ffw sure” expense, whether or iioi they evei see 
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a dwtor (of course, total cost is. far .higher, with owst hiddcti. in the govcrnnient preniiuni 
subsidies). 


This same couple w as most likely enrtiHed in Bltw Cross until age 65, and w as s,uistH\i w ith tls 
gixKl bciiel ils arivl reasonable premium. What clanged upon turning ags- 65 iliai mux'iled llx'm 
to pa> an exiia SC.-hHi a j ear for two ftrt B premiums? Tlwj' do get that lediiecd losi shaiiiig, 
atiii the abiiin to Kan c tbc network wifcwt penalty. However, CHl.CKIU T < estimates 
th.it lit ?('i; the net eficci of joining PartB is to c«t the average retired omple m Blits* Cioss 
.Slaixlard option nn're than Sl.fXX), on avera^. The answer is that this decision is wtn'n,!l toi that 
couple I'lih ixteause existing law is irratitwd, 

C>f greater importance to the program andto the United States Treasury, this dccisum is 
cxtx-!isi\ e. That retired couple has no incentive to be frugal in any way in making dccistons 
abom tiny kind of hctilih care other than prewription drugs and dental care. Lhiiiimted pio\ nici 
visits tire free. The most cxpcii.sn c provider in the nation is free. The most discrcluMiaiy 
surgical prixcdurc is free. Durable medical equipment is free. Every conceivable mcdual test is 
free. 1 housand dollar MRI and CAT scans are free. If an additional scan would show progress, 
the price .is right for the second. 

Basal on wbusl research findings on the effects of cost shanng incentives, each pci'son cnPXttel 
in a wraparound FEHBP plan and Medicare Parts A and B costs the Federal government 
somewhere on the order of 1 5 percent or more, or $ 1,500 or more, m unnecessary medical cate 
utili/ation (ftir the source of this conscrv alive estimate, see Jeff Ixniicux el ai. “Nlcdigap 
Coverage and .Medicare Spending: A Second Uxik," in Health Affair'. X'oUimc 27. .NTimber 2, 
Mareh'.April 2(X)8). With approximately l.Smillion Medicare eniollccs i bivlh single and 
couples), the Federal govemmcnl loses more than $2 billion a year m increased luili/ation ttsder 
the CBtfCnt system. Most Ol this cost talN on Medicare (which p.iys fust) but a.s much as a feidf 
hilliCHi Mfare a year falls on the FEHBP. And it falls disproportionately on plans lite Biw Cross 
Stamlard Option, because they attract a disproportionate number of Mcdie.are eprollecs. 

Meanwhile, it appears that increasing numbers ot age-65 rcliicc,s arc deciding not to sign Up It* 
Medicare Part B. They calculate, etiiTCCtlv, that Ihcv will save substantially in most years by not 
having to pay two sets of premiums. There are alternatives, such as suspending FBHBP 
enrollment, paying cmlv one set ol premiums, and enrolling in a Medicare .Advantage plan. 
Today, all Medicare ,\d\ amage plans offer very gtxxl value (for example, they all have g«xl 
caiastwphic protection), and ptiy mg one premium is far better than paying cw o premiums. But 
very tew even know this option exists, and even fewer eliixisc it. 

The trend of few retirees signing up for Pan B will accelerate as more and more higher inasme 
retirees face the Medicare mccimc-tesled Put B premium penalty {almost all GS- 1 .5 or higher- 
graded retirees who arc single w ill pay the higher income-tested premium if they enroll in Part 
Bs Even such dcs'ision actually saves the Federal government money by reducing mccnlncs lor 
wasteful o\ciuti!i/.alion, but those savings accrue primarily loMalicare, not the FFl IBP. The 
e! led on the HiHBP is to nn.se premiums overall, and cs'pccially in those plans that 
dispropvvrtionatciy attract retirees te.g.. Blue Ows Standard Option and NALC). 

FEHBP plans indiv idualiy and the progrMt ds a whole would benefit if many more McJieare- 
s-ligibie cnroitccs sign up for Put B. Most of Ai* saving would, however, be ol Iset by w asielui 
mciutili/.ition il ciirteni benefit design renaains unchanged. 
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There i*. a majoi aitcrnatiec. Ineiead of enrichijig beneljte so far as to elimin.iie ail hospiia! anJ 
pliv'-ickin COM sharing, m a Jeereasingty snecessW effort romdiKC Medicare jxirticifwtioii, plans 
cs>uld instead directly subsitli/e Medicare ftrt B pemiuiBS, Idealh' (trora a go\eiiimcirt-’n ide 
and u»\pa\er pcrsivctirci plans wonlsH»st)ra»|ly tiKOuagedorevcti prohdntcd tiom 
impnn ing phssietan and other ambulatwetw sharing, but instead ciK'oitr.sccd leiad-J bend its 
that die twt cos cicd b\ Medsatre Parte A and B, snch m better prcsci iption drug cor ciagc, \ ision 
care, dcnUil carc- and improved hearing aid coeiarafe, {That the got emment’s iio-cost standaionc 
dental plans would lose business, and that OPM's longstanding polic) of liiscotiraging denial 
Ix'ndits wiHtlJ lx‘ lesctxcd, should be of no aaoOTwhataaever since himdieds ul millams oi 
Uoilats 111 actual ival sasiiigs tobotlt enrtJiees and the taxpayer would be tinohcd. .'\!teiiiattscl>. 
the denial siibsaK ctwtld bi* directed towards "free" eiSKiimott in those plans.) 

\'ictt i\i froin a bcnefieitiry perspective, the idcaj resiitt would be tto-cosi Part B co\ erage, no 
change in cost sharing for hospital, medical, and drug benefits teed on Medicare cot emgc i that 
IS, most tx'iicfils would be identical pre- and post»-65, and nxxiest addttiomil beiiclits (such as a 
dental fund or premium subsidy ol' several hundrs^ dollars) notasatiaWe pne- Medicare. Take-up 
would be near 100 percent (why would anyotw decline a free benefit?), and ail cnrollccs would 
directly gain more than they do under the current wrap-around scheme, as welt as retaining the 
ability to go out of nctw'orfc should tlicy so chewse, using the Medicare ftirt B benefit. 

Under .such a refonn, there would have to be a one-time amnc.sty from the Medicare penalty for 
delayed enrollmcni or, better yet. Medicare would ttdopt the ftrt D inmn ation of allow mg 
penalty-free late enrollment for anyone who had been enrolled in compitrable or better 
%'Cdilablc coverage.” { This last innosalion would benefit Medicare in all situations whetc 
praployets such as State or kva! go\ernmcnis had rich benefits post-65, as many do.) 

Antong the other l>eriefit>s of such a rcfoirn, it would encourage rblirfecs to remain in HMO plMS, 
since there vvotild mr longer be an advantage for enrolling in national fee-for-seiv icc plans, As a 
result, the IFEHSP would bewfit from the superior cast coniTOt exereised by HMO lAws. (At 
present, about one third rf empfoyees enroll in HMOs, but most older retirees migrate to ite 
“free” care of the national pians and less than one tenth of annuitants are enrolled in HMOs.) 

Such a (MOgram could and should be voluntary. Compulsion is not needed if incciUtves are 
property aligned. Almost any \ciMon would be easy for pians to administer, as they currently 
seri'e large numbers of retirees both under and ox cr age 65, w ith every coneciv able aimbination 
Of Medicare coverage, including even a few retirees and survii ors m their 80s and 90s who have 
no Medioire coverage at all. 

And if this change were made for the FEHBP program as a whole, the currently rctjinrcd USPS 
coiilnbution for unfunded retiree .health care costs would decrease substantially, thereby directly 
Ix'iiclitmg the solvency of the USPS without i®is.sivej\ disnipting either the FEHBP and its S 
milhon cniollecs and dependents, or reneging on retirement promises made in law to curivni 
jx>stul retirees. 

Conclusion 

If Mcviicjre FEHBP benefit and premium coordinalion are not reformed, the FEHBP is hkdy to 
sec costs surge over lime, 1 urge the Congress to think ’out of the bax' in asscssisig the eurrem 
state 111 the f-'f-.HBP and pvissible reform options like these. There is plenty of practical and 
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aiiahtic help to be found in the CBO, <JAO, and QPM liself. 1 ftish >tni success in 
mukiiig ncciled a-l onus to this s jtal jrogiam. It is not aging wcil, and the I SI’S proposal . w hdc 
bud!) f!;n\cU. demonstrates the impoiwn<» <rf Wft»H tor the program as a whole. 

U IS clear lliat tlx' main gixil of the USK istoredOtc itsttJStsof linaneing alirtx' health I'osis, 
ami till* LISPS is appaiemly even willing to take OB tlw Sttfetantial financial iHirtieii ol an aging 
and increasing!) expensive work force to fet that relief. But it is neither ncccssarv nor sensible to 
vio an) ihtng remoich so drastic as dismaBitiag the FEHBP to achieve the sav mgs it needs, and 
possiW) even higher savings. 

Hunk \ou tor the opportunity to testify today. 
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Mr. Ross. Thank you, Mr. Francis. I appreciate your energy, es- 
pecially your expertise in this area, and I will now recognize myself 
for five minutes. 

I want to talk about prefunding for a quick second because you 
touched on that. Are you suggesting then because it is simply not 
true that everything is being set aside that it is really an obligation 
to pay an lOU, if you will, in a trust fund, that we all just call it 
what it is and eliminate it entirely and tell the American taxpayers 
that they are going to be on the hook for the unfunded liabilities 
of health care and retirement benefits? 

Mr. Francis. I don’t know the best answer to that, Mr. Chair- 
man. A couple of points. First, if we reform the Medicare interface, 
that alone will substantially reduce. The part of what you heard 
from the Postmaster General is correct. So the unfunded liability 
can be greatly reduced if you can get more Federal retirees to en- 
roll in Medicare Part B. That is sort of Point A. 

Point B, a lot of this may hinge on scoring rules and so on. I 
think the Congress enacted this prefunding requirement about four 
or five years ago, as I understand it, in the expectation that the 
Postal Service might go insolvent, so we better get these funds be- 
fore it is too late. And then it has turned out that the prefunding 
itself has been the single biggest cause of the Postal Service’s budg- 
et hemorrhaging 

Mr. Ross. Which, of course, it isn’t. There are systemic 

Mr. Francis. Well, you are right. 

Mr. Ross. Given the $5 billion or the $5.8 billion, they are still 
showing over a $5 billion annual loss. It has nothing to do with 
prefunding. 

Mr. Francis. Right. 

Mr. Ross. But be that as it may, also on the Medicare issue, Mr. 
Donahoe mentioned that he is the second largest employer that 
contributes to Medicare and, therefore, there should be some ben- 
efit for that contribution. How do you reconcile that? 

Mr. Francis. Well, it just sounds like strange writers to me. 
First, he is not the second largest. How about the civilian side of 
the Federal Government? I mean, don’t they count for something. 
View from a business perspective I am not going to argue with his 
point, but what he is doing and the employees are doing — and, by 
the way, economists all believe that the entire burden of the Medi- 
care Part A tax is paid by employees. It effectively comes out of 
wages, okay? 

The Postal employees are paying into a Medicare Part A trust 
fund and they are going to get free Medicare Part A when they re- 
tire. That is the deal. There are problems with that deal, but they 
are not Postal Service problems. There is nothing special about 
what the Postal Service is doing; that is the system for every em- 
ployer in America. 

Mr. Ross. Obviously, we are here because we want to talk about 
the proposal on the health care benefits, but that is more of a 
symptom of the major problem. The major problem is that there is 
a problem within the Postal Service that requires reorganization 
and reformation. One of the issues that we have to address, of 
course, is their labor costs. Over 80 percent of their cost is labor. 
How do you recommend that we handle that? 
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Mr. Francis. This is a similar problem, no, actually, it is a com- 
mon problem. 

Mr. Ross. It is the $60 million question. 

Mr. Francis. This is what Rhode Island faced and had to take 
really drastic action to reduce public employee pensions and health 
benefits. I don’t know the right answer. Is the Postal Service 

Mr. Ross. But you would agree we have to address the labor 
cost, right? 

Mr. Francis. Oh, absolutely. No question about it. 

Mr. Ross. Because if the revenue side of the equation continues 
to decline, even if it stays static on the expense side, we are going 
to have further and further shortfalls. 

Mr. Francis. Yes. And I have no sense of whether Postal employ- 
ees are overpaid or underpaid by any metric, but clearly reducing 
labor costs is a vital thing for them to do. But I want to be clear. 
For employees they are going to increase labor costs. Their pro- 
posal is not going to save money, it is going to cost money. 

Mr. Ross. Let me throw out something. In your written testi- 
mony you talk about a health savings account and a contribution. 
So you believe that maybe there is even a more innovative way to 
stay within FEHBP and just change the way we do it, and have 
the Postal Service contribute less but more by ways of an HSA? 

Mr. Francis. Absolutely. They could go ahead and give health 
savings accounts to employees who sign up for Part B. That is an- 
other area we might have to change the law 

Mr. Ross. So, in other words, we could reduce the cost because 
the premium would be reduced, and yet increase the amount we 
put into an HSA and have a net decrease of what we are investing 
in health care? 

Mr. Francis. Yes. That could be done tomorrow, assuming there 
is no legal impediment on the Ways and Means side. I don’t know 
of any other legal impediment. 

Mr. Ross. One last thing. You indicate that the USPS finds itself 
in a predicament that is primarily the result of one flawed statute 
that enables the Congress of the United States to micromanage 
what should be a business decision. Any suggestions in the next 30 
seconds that you would offer how we make that a more flexible 
statute so that there would be more flexibility to the Postal Serv- 
ice? 

Mr. Francis. I think the proposals that were discussed, that are 
in the bill that you discussed with the Postmaster General, all 
sound to me perfectly reasonable. I think the flexibility to close 
processing centers and post offices is very important, but it is not 
probably as important as some of the other things discussed. I 
think he has a great plan, and I hope the Congress enacts all of 
it but this piece. 

Mr. Ross. One last quick question. Have you had a chance to 
consult with the Postmaster General on any of his proposals? 

Mr. Francis. Only a few seconds before and after his testimony, 
sir. 

Mr. Ross. Thank you, Mr. Francis. 

Mr. Connolly. There are a lot of us in Congress in the same po- 
sition. 
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Mr. Ross. Okay, I recognize the gentleman from Virginia, Mr. 
Connolly. 

Mr. Connolly. Thank you, Mr. Chairman, and thank you, Mr. 
Lynch, for your courtesy. I have to run to the steps of the Capitol, 
so I really appreciate it. I have a middle school group of 200 kids. 

I want to welcome Mr. Francis, who deservedly has the reputa- 
tion for being the walking expert on these matters, and I thank 
you, Walt, so much for being here today. If I understood your testi- 
mony, let me get this straight, now. If we were to adopt, whole and 
entire, the Postmaster General’s proposal with respect to health 
care here, it would actually cost the Postal Service a half a billion 
dollars, that transition, because they are now beneficiaries of being 
in a larger pool and, therefore, they are subsidized? 

Mr. Francis. Correct. 

Mr. Connolly. Would it be a half a billion every year or just a 
one-time hit? 

Mr. Francis. It would grow over time, because 

Mr. Connolly. Grow over time? 

Mr. Francis. Yes, sir. Because they already have an aging work- 
force that is much more aged. The crucial point is a 50-year-old, 
on average, in this Country costs something like $8,000 a year in 
health care, and a 20-year-old costs something like $2,000 a year 
in health care. They aren’t going to be hiring any more 20-year-olds 
for at least a decade to come. Leave aside those retiring. The exist- 
ing workforce will keep aging, will be more expensive every year. 
The best thing they could do is stay in that FEHBP pool. It affects 
the cross-subsidy from the younger and healthier ones being hired. 

Mr. Connolly. So, golly, gosh darn, a proposal allegedly de- 
signed to save money will cost money. And, by the way, as we dis- 
covered in the study the Postmaster General and his senior man- 
agement team commissioned and then deep-sixed because they 
didn’t like the results, it is a similar situation where some of the 
other so-called reforms that apparently would cost $5 billion in lost 
revenue, more than offsetting the savings. So here we have another 
example. 

Let’s assume, let’s stipulate good intention, but the analysis does 
not hold up. We are going to lose money, and I am shocked. That 
loss of a half a billion grows over time because of the aging work- 
force and the fact that newer, younger folks aren’t come in because 
of the shrinking of that workforce. 

Mr. Francis. That is the case. 

Mr. Connolly. Now, you also said a second problem with this, 
I am sure also unintended, is that we are going to have one heck 
of a penalty on widows and other survivors who currently aren’t 
signed up for Medicare A and B. And the reason there is an $8,000 
per person penalty or cost is because they actually have to pay a 
certain penalty, don’t they, under Social Security? 

Mr. Francis. Yes, sir. Let me just be clear. Under current law, 
if you do not have Part A through the normal post-employment 
way that you get it, and there is a large number of people in this 
Country, several hundred thousand, who don’t have it you get to 
pay the princely premium for signing up for Part A of around 
$5,000 a year. Now, I have never heard of anyone paying that, ac- 
tually, I have, but there aren’t many who would pay that. But the 
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proposal, as written, says they are going to force, now, actually hid- 
den in 

Mr. Connolly. So it will he an individual mandate. 

Mr. Francis. Oh 

Mr. Connolly. My goodness, Mr. Chairman. I can’t imagine the 
Subcommittee 

[Laughter.] 

Mr. Francis. Part B has a penalty of 10 percent a year for every 
year you could have signed up after age 65. So say you are an 80- 
year-old widow. You have 15 years of 10 percent a year penalty if 
you sign up for Part B. And, again, you could change the Social Se- 
curity Act to get rid of those penalties 

Mr. Connolly. So, given my brief time, Walt, it is going to cost 
a half a billion dollars a year to the Postal Service, hardly saving 
money, and that grows over time. We are going to penalize widow 
ladies to the tune of about $8,000 per widow, and there are tens 
of thousands of them because, again, of the nature of the workforce 
and the retiree demographics. 

Now, a third consequence from this proposal, of course, is an 
FEHBP itself, is it not? It reduces the risk poll rather considerably, 
given the size of the Postal Service. 

Mr. Francis. It will be a cosmic change. 

Mr. Connolly. Cosmic? 

Mr. Francis. Well, to give you a simple example, two examples. 
A lot of the HMOs that participate in the FEHBP are in cities 
where the main part of the Federal workforce is Postal, okay? 
Guess what happens in those cities? Insurance is going to say it 
is not worth doing business. We used to have 1,000 enrollees, now 
we are going to have maybe zero or maybe a few hundred. So they 
are going to pull out. 

So a lot of people who are not Postal employees are going to lose 
that access. I think it is unlikely that any of the Postal plans would 
survive this. It is possible, but almost all the Postal plans predomi- 
nantly enroll either current Postal employees or retired Postal em- 
ployees, and they are not going to be allowed to enroll either group. 

Mr. Connolly. So other than that it is a great idea. 

My time is up, Mr. Chairman, but I just want to cite H.L. Menc- 
ken, who once said that for every human problem there is a solu- 
tion that is simple, neat and wrong. The Postmaster General’s pro- 
posal on health care fits that description. 

Mr. Ross. Thank you. 

I now recognize the Ranking Member of the Subcommittee, the 
gentleman from Massachusetts, Mr. Lynch, for five minutes. 

Mr. Lynch. Thank you, Mr. Chairman. 

Thank you, Mr. Francis, for your willingness to come and help 
this Committee with its work. The idea of insurance usually or gen- 
erally is that you spread the risk of harm or illness over a wide 
population so that what happens is the healthy folks, which is the 
majority of people, subsidize the cost to those of us who get sick. 
That is how insurance generally works. 

The way the Postmaster General was describing it today was 
that we were going to concentrate the risk. In other words, if an 
individual participant was just by themself, they would pay less. 
They would pay less. A husband and wife would not have to pay 
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a family plan, they would pay less. And it would, by its nature, 
concentrate more of the risk on the very individuals who might be 
the sickest. 

Have you looked at that aspect of the proposal? 

Mr. Francis. Yes, I have, sir. The key factor here is that people 
pose very different risks at different ages. By the way, the 0PM 
actuaries have actually looked at this question because it has many 
times been proposed that, for example, there be a rate for couples. 
I counsel thousands of people very year and they will raise their 
hand and say we are a married couple, we are 50 years old, we 
don’t have all those kids; why can’t we get a rate just for us? And 
the answer is because that young couple with kids is cheaper than 
you, and if you were in a separate pool you would pay more, a lot 
more. And I give an example in my testimony of how it could be 
double. 

The FEHBP pool of 8 million people, the 20-year-olds are paying 
a lot more than they would if they were in a separate category, 
okay, to be sure. And it is very interesting how this all plays out. 
And, by the way, back to the Medicare point, 65-year-olds with 
Medicare Parts A and B, they often complain why can’t we get a 
lower rate because we are cheaper? And they are right, because 
Medicare is primary and they cost less than those 64-year-olds. 

So the FEHBP says we are going to spread it across everybody 
and we are not going to try to chop it up in pieces, and the Postal 
proposal would not only reduce the pool from 8 million to 2 million 
people, it would, by creating four premium paying categories, may 
make a lot of people pay more than they pay today; others would 
pay less. 

Mr. Lynch. Okay. Thank you. Thank you for that. The other 
question I had is regarding the Affordable Care Act. Under the Af- 
fordable Care Act, one of the key funding provisions for the Afford- 
able Care Act is that in 2018, if you have an expensive health care 
plan, then in 2018 you are going to be hit with a 20 percent tax 
on the value of your health care plan. Not how much you use, but 
the value of your health care plan. Now, just for the record, I voted 
against the Affordable Care Act, and that was one of the key rea- 
sons why, because we never used to tax health care because we 
wanted people to have it. It is kind of like taxing food. We would 
never taxed food in this Country because you would starve without 
it. 

Well, the way it looks right now, what the framework of EEHBP 
and, most likely, this Postal plan that the Postmaster General has 
suggested, it would a Cadillac plan based on the costs now and the 
estimated increases until we reach 2018. And there is a reason it 
comes into effect in 2018, because the folks that pushed it will all 
be gone and they won’t have to answer for this. So have you 
thought at all about this 20 percent tax on expensive high-end 
health care plans and what it might mean for this Postal plan if 
it is separated from EEHBP? 

Mr. Francis. I hadn’t. Congressman, but you are absolutely 
right, it is a potential problem of significant proportions. That pro- 
vision of the law, by the way, in the Affordable Care Act ties that 
number to the cost of the Blue Cross plan in the FEHBP. What will 
happen, I think, and I am just thinking on my feet on this, actu- 
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ally, the high value Postal plan, the one they say is equal to, it 
isn’t, it is actually inferior. For example, it has lower benefits than 
Blue Cross standard option. 

Nonetheless it is pretty close in benefits to that. It is going to 
disproportionately attract the older and sicker Postal employees. 
They are all going to be in that group by then, pretty much, and, 
yes, that plan will cost more than Blue Cross standard option in 
that year, I think, that would be a reasonable projection, and that 
tax will hit Postal employees. 

Mr. Lynch. Okay. 

Mr. Francis. Or the Postal Service. 

Mr. Lynch. All right. I see I have exceeded my time. I appreciate 
you coming before the Committee and helping us with our work. 
Thank you, Mr. Francis. 

I yield back. 

Mr. Ross. Thank you. 

I now recognize the gentleman from Illinois, Mr. Davis, for five 
minutes. 

Mr. Davis. Thank you very much, Mr. Chairman. 

Mr. Francis, do you see any redeeming value in the Postmaster 
General’s self-run plan or do you see anything about it that you 
like? 

Mr. Francis. Well, I hope I am clear. There is one huge redeem- 
ing value, sir, and that is the focus on the need to reform the inter- 
face between Medicare and the FEHBP. And while he wants to 
make it compulsory and I would quibble with some other details of 
it, he innovatively includes Part D in that calculus. I was pleased 
to see that. I hadn’t, even myself, focused on the Part D side. But 
the thinking there is good, it is a basis for thinking about the en- 
tire FEHBP, and that is the part that is most important to the 
Postal Service. 

I find it hard to believe that they really think running their own 
plan is going to save any money, but, regardless, it won’t. But fix- 
ing the interface between these two programs, they have been 
going along side-by-side for 50 years and no one has ever adjusted 
either program. Medicare or the FEHBP, to take account of the 
other. It is almost bizarre. No administration, no 0PM director. I 
am not criticizing Mr. Barry in particular, this Administration in 
particular. It is time for the Congress to take a hard look at reform 
angles. So that is where I see the positive in this. 

Mr. Davis. But you answered the other question that I had rel- 
ative to cost savings, and it is your position that it would not save 
any money. 

Mr. Francis. It is my position that it not only would not save 
money; it would cost more. Quite apart from the extra cost of the 
older and sicker enrollees, Mr. Lynch had stepped out and didn’t 
hear my point about the premium thing for prescription drug point, 
which I know is of particular interest to you, sir. They are saying, 
and if you look at this Hay report, they will say, I forget the num- 
ber, the bulk of their projected savings come from they are going 
to bargain better for prescription drugs in their 2 million enrollee 
plan. 

Well, the Blue Cross carrier with two plans today enrolls 5 mil- 
lion people. So the notion that mere size, that is illusory. It is pre- 
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posterous to say that just because they have a plan with 2 million 
people they are going to save money. In fact, I am, frankly, skep- 
tical. I think 0PM does a superb job in managing the FEHBP in 
terms of keeping the plans honest and frugal, and I have no reason 
to think the Postal Service has that competence. 

Mr. Davis. I must admit that with a limited pool and with not 
as many subscribers or beneficiaries or individuals in the pool, it 
is difficult for me to see how, unless you had a pool that you could 
select out or cherry pick, I just couldn’t see the money saving. So 
let me just thank you for coming to share your views with us. I ap- 
preciate it. 

I have no further questions, Mr. Chairman, and I yield back the 
balance of my time. 

Mr. Ross. Thank you, Mr. Davis. 

Just real quickly. I will go briefiy and then I think Mr. Lynch 
wants to go also. 

As I understand it, if the employees of the United States Postal 
Service had paid for their health care at the same amount that the 
other Federal employees had, then the Postal Service would be 
showing a half a billion profit? 

Mr. Francis. Yes. But let me restate it, sir, if I may. Yes, they 
have been, if you will, I hate to say overpaying because these were 
union negotiated rates. 

Mr. Ross. Right. 

Mr. Francis. But they have been paying about 10 percent a year 
more than the rest of the Federal Government every year for the 
last 20 years or so. 

Mr. Ross. The Postal Service has been paying that. 

Mr. Francis. The Postal Service has. They could have saved 
multiple hundreds of millions of dollars every year. 

Mr. Ross. If we had just let them pay — if we let the employees 
of the Postal Service pay what the Federal employees were paying. 

Mr. Francis. Exactly. 

Mr. Ross. Which begs the question that it is such a sweetheart 
deal that it is almost killing the goose that is laying the golden egg. 

Mr. Francis. Yes. And it doesn’t give one confidence that they 
know what they are doing, though I must say this Postmaster Gen- 
eral is a bright light compared to 

Mr. Ross. I agree with you. I agree with you. I think he has done 
an outstanding job in recognizing the problems and realizing that 
something has to be done. He is very innovative. 

Mr. Francis, I am grateful to you for your testimony today. I 
hope that you do get a chance to work with Mr. Donahoe on this 
because I think you bring a lot of things to the table. 

With that, I will recognize Mr. Lynch. 

Mr. Lynch. Thank you, Mr. Chairman. 

Recently, Mr. Barry, the Director of 0PM, has suggested that the 
9 million people. Federal employees, who are right now in the 
FEHBP, the Federal Employee Health Benefit Plan, prescription 
drug program, he has suggested that that 9 million be taken out 
of that program so that they be allowed to use a competitive proc- 
ess to pick a plan, pick their own drug benefit plan and could prob- 
ably get a better deal, because they are being overcharged right 
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now in the FEHBP, but they are a captive group. What do you 
think about that proposal? 

Mr. Francis. Congressman, I know it is probably near and dear 
to your heart, but I am against it, and let me tell you two reasons. 
One, let’s assume it is correct that there somehow 0PM could bar- 
gain better than Blue Cross. I am not at all convinced with 

Mr. Lynch. Well, no. They are suggesting that individuals be 
given the power. 

Mr. Francis. Oh, I thought they were talking about a single 
drug contract. But let me just say, assume some money could be 
saved. The problem is this: you want to have a drug benefit inte- 
grated with the hospital and doctor benefit. It is less important 
that you may be paying $21 for a certain pill instead of $20, or vice 
versa. That is a lot of money for a lot of people, but compared to, 
hey, if this plan is able to make sure you take that pill and stay 
out of the hospital, that is where the big savings are. 

So you really want the health plan to be managing all the pieces 
at once. That is disease management; it is done quite well, I think, 
by many health plans, but not by all, and that is the wave of the 
future. All the Medicare reforms that this Administration is mak- 
ing, accountable care organizations and so on are all aimed at that 
same idea. We want people to look at the totality of costs and serv- 
ices that a person gets and minimize cost and maximize their 
health. 

Mr. Lynch. Well, thank you, Mr. Francis. Not the answer I was 
looking for, but I certainly give you credit for that. Thank you. 

Mr. Ross. Thank you, Mr. Francis, for being here. 

That concludes our witnesses’ testimony today. I appreciate your 
taking the time from your busy schedule. Thank you for your input 
and the Committee now stands adjourned. 

[Whereupon, at 12:15 p.m., the subcommittee was adjourned.] 
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Thank you Mr. Chairman. The Postal Service recently issued its five-year “Plan to 
Profitability,” in which it proposes achieving $20 billion in savings by 2015. The Postal Service 
estimates that it can achieve $10 billion in cost savings without legislation, but it will require 
Congressional action to realize the remaining $10 billion in savings. According to the Postal 
Service’s plan, the bulk of those savings — $7 billion — would be realized if Congress authorized 
the Postal Service to take its employees and retirees out of the Federal Employee Health Benefits 
Plan (FEHBP) and put them into its own health care plan. 

Currently, FEHBP covers more than 9 million federal employees and their fatnilies 
nationwide. Employees enrolled in FEHBP can choose from among 200 different health care 
plans. The Postal Sendee contends that it could manage employee health insurance better than 
the federal government as a whole. 

I want the Postal Service to succeed in the long run. 1 believe the Postal Service selves a 
unique and irreplaceable function in our society, and that it is a necessai'y part of our nation’s 
economic and social ftiture. 


But 1 am skeptical that the Postal Service can or should manage its own health insurance. 
1 suspect that the achievable cost savings would come not from shrinking health care costs, but 
from shifting them onto employees. Postal employees would likely receive less coverage under 
a Postal Service plan, and they would pay a greater share of their health bills. Postal annuitants 
would also pay more, as they would be faced with paying an increasing share of their health care 
from their fixed retirement incomes. 

I look forward to hearing from the Postmaster General today about this proposal and 
about these concerns. I also want to hear from him how he is going to grow the Postal Service’s 
business, and what new authority he needs from Congress in order to make the Postal Service as 
relevant to America’s future as it was to our past. 
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UNITED STATES 

tsam POSTAL SERVICE Executive Summary 

The United States Postal Service (USPS) is one of the largest employers in 
the nation, with over 500,000 full-time employees. It provides healthcare 
coverage to all eligible employees and retirees and their dependents. 

Currently, Postal Service employees and annuitants participate in the Federal 
Hmployees Health Benefits Program (FEHBP). Annuitants share the cost of 
coverage and can choose from among over 200 health plans and two levels 
of coverage (self or self & family). The Postal Service has contributed to 
the Postal Service Retiree Health Benefits Fund (PSRHBF) with the amount 
of assets currently greater than the present value of future costs for current 
annuitants but less than the liability for current and future annuitants. 

This report provides the Postal Service with estimates of the retiree 
healthcare liability and funding amounts under the USPS proposed health 
plan. 

The starling point for the projections was the most recent measurement of 
the obligations prepared by the Office of Personnel Management’s Office of 
the Actuary. 

Appendix A describes the current plan provisions and Appendix B is an 
actuarial certification. 
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»P5 UNirmSTATBS 

IRUt POSTAL SERVfCS^ Assumptlons 

Funding Method 

The funding forecast assumes the USPS retains the PSRUBF assets, with the 
assets restricted to Special Issue government bonds, These are the same 
asset classes in which the Federal Employees Retirement System (FERS) 
and Civil Service Retirement System (CSRS) funds are invested. From a 
funding perspective, the liabilities and funding amounts have been 
determined using the Interest rate consistent with the rate used for funding 
FERS and CSRS (i.e,, a 5.75% interest rate). 

The Postal Accountability and Enhancement Act of 2006 (PAEA) language 
uses a declining 40‘year period for amortizing the unfunded actuarial 
accrued liability. The funding costs are determined using this same basis; 
that is, funding consists of the Normal Cost plus an Amortization Payment, 
developed as the amount needed to fund the Unfunded Actuarial Accrued 
Liability over a closed period of 40 years in level annual payments, starting 
September 30, 2013. 

Workforce Projections 

The forecasts arc based on the workforce demographic assumptions 
employed by OPM’s Office of the Actuary (0PM OOA) in their 
detennination of the year-end accounting disclosure of the USPS retiree 
healthcare liability, with one primary modification. In developing our 
workforce projections, we have taken into account the proposed legislative 
incentives that provide increase.^ in pension credits or cash incentives for 
employees to retire early. To account for the acceleration in retirements we 
have increased the e.xpected number of retirements by 2013 from a total 
expected retirements under standard assumptions of 61,593 to 102,938. For 
case of reference, we refer to these workforce projections In the report as 
“Accelerated Retirements”. 
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Table I bciow shows the projected liability and funding requirement using 
the funding assumption and accelerated attrition. 


Table 1 - USPS Retiree Health Benefits Elements 

Funding Assumptions 

Assumes Accelerated Retirements 

(Amounts in $mi)lions) 

Scenario 

Assumptions 

2013 

Liability 

2013 

Assets 

2013 

Unfunded 

Liability 

2013 

Funding 

Current law 

Accounting Liability 

Continued participation in FEHBP and 
declining workforce. No additional 
prefunding payments in 2011, 2012, 2013 

$102,291 

$48,963 

$53,328 

$8,699 

Change from Federal accounting standards 
to 0PM OOA funding assumptions 

$91,040 

$48,963 

$42,077 

$8,699 

USPS Health 

Plan in 2013 
(Element 1) 

Non Medicare Annuitants and Survivors 
assumed to enroll in Medicare A and B with 
no penalty 

$74,830 

$48,963 

$25,867 

$4,112 

USPS Health 

Plan in 2013 
(Element 2) 

Includes Element 1, and additional savings 
arising from EGWP + Wrap plan for Post- 65 
EnroHees. 

$53,903 

$48,963 

$4,940 

$2,191 

USPS Health 

Plan in 2013 
(Element 3) 

includes Element 2, and revised four tier 
retiree contributions 

$59,434 

$48,963 

$10,471 

$2,719 

USPS Health 

Plan in 2013 
(Element 4) 

Includes Element 3, and additional savings of 

8 percent for Pre-65 retirees from Purchasing 


$48,963 


$2,526 

USPS Health 

Plan in 2013 
(Element 5) 

Includes Element 4, and savings due to 

Future Retirees having Carve-out. 


$48,963 

■ 

$1,753 

USPS Health 

Plan in 2014 
(Element 6) 

Includes Element 5, and savings due to 

Future Retirees having frozen subsidy at 

2013 level. 

$39,314 

$48,963 

($9,649) 

$1,089 ' 


Reduced to $489 million if the excess of assets over liability is amortized. 
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air mmi service Benefit Cost Modeling 

The sections below describe the programmatic changes to retiree healthcare 
coverage. 

Assumptions used in tbe development of the results in the above table: 

The modeling used the current census data for annuitants, survivors, and 
active employees provided by OPM’s Office of the Actuary. 

Medicare Parts A and B - Element I 

Annuitants and survivors over age 65 are assumed to enroll in Medicare 
Parts A and B with no penalty. The savings associated with this change 
were modeled by pricing the cost of coverage using the “Medicare primary" 
per capita claims costs. The current costs for these participants are measured 
using the “Non-Medicare" per capita claims costs. This change only impacts 
current annuitants eligible for but not enrolled in Medicare. A small number 
of older annuitants who when they retired were not eligible for Medicare will 
remain non-Medicare. Future retirees are already assumed to enroll in 
Medicare Parts A and B. This is illustrated in the following table. 


■ ' '-'.-.'fP 

Capita Claims Cost by Medicare Status 


Non-Medicare 

Medicare 

Savings 

Self 

$10,588 

$4,871 

$5,717 

Family 

$17,707 

$10,503 

$7,204 
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Medicare Part D ~ Element 2 

The second program element models the impact of participating in a 
Medicare Part D Employer Group Waiver Plan (EGWP). This lowers the 
employer share of the per capita claims cost for annuitants and survivors 
over age 65. The savings from enrolling in an EGWP plan are expected to be 
S1.200 per member per year in 2013. The exhibit in Appendix D was 
presented by lowers Watson at the 2011 Conference of Consulting 
Actuaries shows an estimated value of $1,227 for 2013. These savings were 
calculated for current annuitants who are either enrolled in Medicare Parts A 
or B, or are eligible for enrollment in Medicare Parts A or B. A small 
number of older annuitants who when they retired were not eligible for 
Medicare will be excluded from the Medicare Part D EGWP. 

USPS Health Plan Coverage Tiers- Element 3 

The third program element models the impact of establishing a USPS health 
plan for both current employees and current annuitants. The USPS health 
plan will include three self-insured health plans. Appendix B shows the 
illustrative plan designs for the three plan levels (high option, middle option, 
value option). 

The USPS Health Plan will provide four coverage tiers; 

■ SelfOnly 

■ Self & Child(rcn) 

• Self & Spouse 

■ Se!r& i-'amily 

Element 3 measures the impact of moving to four coverage tiers, and setting 
the cost for Medicare primary participants based on the blended USPS health 
plan costs. For annuitants who either currently have or are expected to have 
coverage other than Self Only, a blended contribution rate was detennined 
using an assumed distribution of 60 percent Self & Spouse, 10 percent Self 
& Chiid(ren), and 30 percent Self & Family. Current data does not Include a 
breakdown of Self & Family, so this distribution was selected based on an 
examination of other larger employers’ retiree enrollment data with similar 
employer subsidy levels. For the purpose of this calculation, 60 percent of 
retirees arc assumed to participate in the high option plan, 12 percent of 
retiree.s are assumed to participate in the middle option plan and 28 percent 
of retirees are assumed to participate in the value option plan. This 
distribution of enrollment by plan option mirrors the current FEHB 
enrollment. Since the contribution required of participants is being reduced, 
that has the effect of increasing the liability compared with current law, 
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1’hc fbHowing table shows the bi-weekiy contribution rates by tier for the 
three different plan options. 


Plan 

Self 

Only 

Spouse 

Self& 

Childfren) 

Self& 

Family 

High Option 

$70.52 

$146.80 

$118.69 

$192.97 

Middle Option 

$50.22 

$104.16 

$83.91 

$136.70 

Value Option 

$41.57 

$86.74 

$69.76 

$114.05 


USPS Health Plan - Element 4 

The fourth element models the impact of lower claims costs for non- 
Medicarc retirees under a single procurement health plan. For modeling 
purposes we have assumed no change in claims costs for Medicare-eligibles 
and an 8 percent reduction in non-Mcdicare claims costs. 

The estimated 8 percent reduction in cost is made up of the following 
components; 

• Administrative cost savings 

• Prescription Drug Contract savings 

• Increased purchasing power and Network Discounts 

• Wellness and Disease Management savings 

We arc confident that the administrative fees for a separate USPS plan will 
be lower than the current expense loads in FEHB. With the large number of 
FEHB plans, there are many redundancies including plans each purchasing 
their own claim processing systems, fragmented claims and utilization 
reporting, and a complex enrollment, data management and tracking process, 
it is estimated that cost will be approximately 0.8% lower for reduced 
administrative expenses. 

In FEHB, each FEI IB plan does its own contract negotiation with a PBM for 
just the members covered by their plan. There is no leveraging of the entire 
FEFIB population to provide the lowest cost possible. It is certain that a 
USPS health plan with an estimated 2 million covered lives would be able to 
achieve savings in prescription drug purchasing compared to FEHB plans 
today that cover as few as 50,000 members. Based on our experience with 
prescription drug procurements and coalition pricing, we estimate a 2% 
reduction in overall cost for a consolidated PBM contract. 
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ilsim POSTAL SERVICE Similar to prescription drug purchasing, many items associated with the 

administration and management of a health plan are priced based on 
economies of scale. Purchasing power in PEHB is dissipated across 
numerous plans with significant duplication of services that could be more 
cost effectively provided by a single vendor. In addition to consolidated 
purchasing, a separate USPS plan will be able to review and negotiate the 
best possible medical claim discounts currently available in the market and 
ensure these discounts by negotiating network discount guarantees with the 
selected vendor. We have estimated that negotiating current best in class 
discounts and consolidated purchasing will result in a cost savings of 4%. 

In FEHB USPS employees and retirees are enrolled in numerous health 
plans with no coordinated focus on chronic care management. A separate 
USPS plan would review USPS specific claims data and working witli USPS 
and our consultants we would design a customized disease and chronic care 
program to better manage the health of USPS employees and retirees. The 
expected ROl for well-managed programs averages 2.2:1 based on a health 
plans book of business. USPS estimates a \% savings for implementing a 
comprehensive and targeted disease management program. 


Claims Adjudication for Future Retirees - Element 5 

The fifth element models the impact of changing the claims adjudication for 
future retirees from Coordination of Benefits {COB) to “Carve-oul”. This 
only impacts employees who retire after 2013, and maintains the plan 
deductibles and coinsurance payments for all retirees, regardless of Medicare 
status. For modeling purposes, the carve-out administration is expected to 
result in an 18 percent reduction In the claims costs for Medicare retirees, by 
retaining the same copays, deductibles, and coinsurance, etc, that is applied 
to non-Mcdicarc claims. This estimate was developed using actuarial 
models and validated using current per capita claims costs for large plan 
sponsors that use carve-out for their claims adjudication. 

Frozen USPS Subsidy - Element 6 

The sixth clement models the impact of a frozen USPS subsidy for Post 2014 
retirees, in modeling this element, we have assumed that starting in 2014 
USPS will place a dollar cap on its subsidy in terms of 2014 dollars for 
retirees retiring on or after January 1, 20 1 4. 
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Appendix A: USPS Current Plan Provisions 

The USPS participates in the Federal Employees Health Benefits Program 
(FEHBP), which offers employees, retirees and their survivors a selection of 
health care plans. USPS employees who arc eligible, as well as their eligible 
family members and survivors, may continue health care coverage in 
FEHBP at retirement. The following describes the provisions of FEHBP for 
USPS retirees. 

Eligibility 


USPS employees may continue health care coverage at retirement if the 
following requirements are met: 

1. The employee retires on an immediate annuity, which begins no 
later than one month after date of final separation; and 

2. The employee has been enrolled in the health benefits program: 

a. for five years immediately preceding retirement, or 

b. if less than five years, enrolled for the full period in which 
eligible for coverage. 

An employee who is covered by the Federal Employees Retirement System 
(FERS) and is eligible for an immediate annuity at separation from USPS 
service may postpone receiving his or her annuity to avoid the age reduction. 
Retirees who elect to postpone their annuity and meet the above eligibility 
requirements for continuing health care coverage may reenroll at a later time 
when they begin to receive the postponed annuity. 

Other employees who retire early from CSRS/FERS and begin receiving 
deferred annuity benefits at age 62 are not eligible to enroll in FEHB. 

The eligibility conditions for FERS and CSRS are as follows: 




CSRS Employee 

Aec is at least 

l■F.RS fimptoy'ce 

Ace is at (cast 

And Creditable Service is at least 

62 

62 

5 vears 

60 

60 

20 years 

55 

MRA 

30 years 


MRA (Minimum Retirement Age) varies by date of birth from 55 for 
employees born before 1948 to 57 for employees born after 1969. 
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Spouse Eiigibiiity 

Spouses of retirees are eligible to continue health care coverage as long as 
the USPS retiree was enrolled in family coverage while an employee 
immediately prior to retirement. 

In addition, surviving spouses and children (survivor annuitants) and fonner 
spouses of deceased USPS employees receiving survivor annuities may 
continue coverage as well. If the surviving spouse or former spouse 
remarries, the spouse will continue to be eligible for coverage if: 

1. the spouse remarries before age 55 and the spouse was married to the 
deceased USPS retiree for 30 years or more; or 

2. the spouse remarries after age 55. 

Dependent Eiigibiiity 

Eligible dependent children include: 

1 . Unmarried dependent children under age 26, including: 

■ legally adopted children, stepchildren, foster children and recognized 
children bom out of wedlock who live with the retiree; or 

■ those covered by a court order to provide coverage to show that the 
retiree provides regular and substantia! support for child; or 

2 . Unmarried disabled children age 26 and over incapable of self-support 
because of a disability that began before age 26 (and is expected to last 
more than one year). 

£ii rollnieiit 

Eligible retiring employees must make a positive election at retirement to 
continue their health care enrollment. The Office of Personnel Management 
(0PM) makes the final determination of eiigibiiity for health care enrollment 
as a retiree. Retirees arc entitled to the same health benefits as active 
employees. 

The main types of health care plans are Fee-for-Service (FFS) and Managed 
Care plans. The insurance carriers and plans available to choose from vary 
among the states. The options that a retiree has will depend on where he or 
she lives. 
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The FFS plans offered are Preferred Provider Organizations (PPO) plans. 
Under a FFS plan, the insurance carrier contracts with a network of 
providers to provide services to plan participants at negotiated fees. These 
FFS plans have two benefits levels, in-nctwork and out-of-network. In- 
network benefits have lower out-of-pocket costs to plan participants. Out- 
of-network benefits have higher out-of-pocket costs. These plans are 
designed to encourage plan participants to use the participating providers. 

The managed care plans are Health Maintenance Organizations (HMO). 
HMO plans only ofTer one level of benefits. Plan participants must 
coordinate all of their care with their designated primary care physician and 
use participating providers in order to receive benefits under the plan. The 
services received are subject to plan copayments. 

In addition, some of the health care plans available may have two options. 
For example, a retiree may choose between a Standard Option PPO plan and 
a Basic Option PPO plan from Blue Cross/Blue Shield. The benefits vary in 
coinsurance, copayments and deductible amounts. Not ail plans available 
will have both a High Option and Standard Option. 

Retirees are able to change their health care coverage. They may change 
coverage during the FEHBP open season or during the year if they 
experience a qualifying life event, such as change in family status (e.g., 
maiTiage, divorce, birth, death), becoming eligible for Medicare, or if the 
retiree moves out of the service area of his or her plan. 

Retirees enrolled in FEHBP who become eligible for Medicare will not have 
their FEHBP coverage terminated. However, they may elect to cancel 
FEHBP enrollment if they are enrolling in a Medicare Advantage plan. 
They may then reenroll at a later time if they choose to cancel their Medicare 
Advantage plan enrollment. 

Coverage 

There are only two types of coverage options: 

• Self Only (Self) 

• Self and Family (Family) 

Retirec.s may continue to cover their eligible dependents only if they were 
enrolled in Family coverage immediately before retirement. However, if a 
retiree has Self coverage and acquires a new dependent (through marriage, 
birth, adoption, or foster child), he or she may change from Seif to Family 
coverage due to the qualifying life event. 
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Retiree Contribution 

The retiree is responsible for the difference between that USPS premium 
contribution and the premium rate of the health care plan option elected. 
The retiree contributions are deducted from annuity payments. 

The cost of health care coverage is shared between the annuitants and the 
USPS. For retirees whose full career was with the Postal Service, USPS will 
pay 72 percent of the weighted average premiums of all the health care plans 
under FEHB Program, limited to 75 percent of the premium rate for any 
given health care plan option. Thus, if a retiree is enrolled in a health plan 
whose premium is greater than the average premium, the USPS pays 72 
percent of the weighted average premium and the retiree pays the balance. If 
a retiree is enrolled in a health plan whose premium is significantly lower 
than the average, the USPS pays 75 percent of the actual plan premium. 

Table A-! illustrates how these rules apply to different health benefit plans. 
The table shows that the USPS portion of the premium can vary from as low 
as 47 percent to as high as 75 percent. 


luhU V 1 r'MI li R t t Rstut 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) -(5)/ (2) 

Bine Cross And Blue 
Shield Service Benefit 
Plan fStandard Onlvl 

S578.61 

S391.43 

S4.t.3.96 

$391.43 

67.65% 

Blue Cross And Blue 
Shield Service Benefit 
Plan [Basic Only] 

.$453.48 

S391.43 

$340,11 

$340. M 

75.00% 

Mail Handlers Benefit 
Plan - Standard Option 
Only 

$611.20 

$391.43 

S458.40 

$391.43 

64.04% 

Rural Carrier Benefit 

Plan 

$565.83 

$391.43 

$424,37 

$391.43 

69.18% 

Aetna Open Access - 
New Jersey [Basic Also, 
But Considered 

Standard] 

$832.11 

$391.43 

$624.08 

$391.43 

47.04% 
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Appendix B: USPS Health Plans 

'Hie chart below provides descriptions for the health plan features included 
in the modeled USPS health plans. 
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gsim POSTAL SERVICE . Appendix C: Actuarial Certification 

The United States Postal Service retained I lay Group to prepare estimates of 
the retiree medical benefit obligations under a range of proposals for a USPS 
Health Plan. 

These estimates have been prepared in accordance with generally accepted 
actuarial principles and practices. 

The results shown in this report are reasonable actuarial results. However, a 
different set of results could also be considered reasonable actuarial results. 
Thus, reasonable results differing from those presented in this report could 
have been developed by selecting different points for various assumptions. 

The actuaries certifying to these estimates are members of the Society of 
Actuaries and other professional actuarial organizations, and meet the 
General Qualification Standards of the American Academy of Actuaries for 
purposes of issuing Statements of Actuarial Opinion. 


Adam J. Reese 

Fellow of the Society of Actuaries 
Fellow of the Conference of Consulting Actuaries 
Member of the American Academy of Actuaries 
Enrolled Actuary No. M-4303 



Sanjit Puri 

Associate of the Society of Actuaries 

Fellow of the Conference of Consulting Actuaries 

Member of the American Academy of Actuaries 
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The chart below was presented at the 2011 Conference of Consulting 
Actuaries Annual Meeting in Session 38; Reform Reshapes the Retiree 
Medical Environment by Barry Carleton, Senior Consultant at Towers 
Watson. 

The chart shows the expected value of the Employer Group Waiver Plan, 
including the 50% Pharma discount is $ 1 .227 in 20 ! 3. 
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Questions for Patrick R. Donahoe 
Postmaster General/CEO 
United States Postal Service 

Chairman Darrell Issa 

Committee on Oversight and Government Reform 
Subcommittee on Federal Workforce, U.S. Postal Service and Labor Policy 

Hearing on, “Can a USPS-run Health Plan Solve its Financial Crisis?" 


“Plan to Profitability” Business Plan 

1 . The 5-Year Business Plan calls for $4.1 billion in annual savings from consolidating mail processing 
and related transportation — a significantly larger target than the $2.5 billion in estimated annual savings 
from closing or consolidating 223 mail processing faalities. How does USPS plan to save the full $4.1 
billion? How much of these savings come from closing and consolidating mail processing facilities, and 
how much is attributable to other actions? 

The $4.1 billion includes the Network Rationalization consolidation Initiative filed with the 
Postal Regulatory Commission (PRC) as well as the expected workload reduction 
(>$1 .SB) that is tied to our projected volume declines. Each year we set goals for 
efficiency targets -as volume declines we challenge our managers to reduce workhours 
(resulting in a reduction in compensation and benefits expense) in amounts that will 
maintain or improve our efficiency. This is the method by which we have eliminated 
more than 21% of workhours over the last 5 years. While the ability to extract hours in 
our current network configuration is becoming more difficult each year, we have set the 
bar high and expect our managers to meet the new targets. 

There are two components to the network savings, as well as the other cost-saving 
initiatives: 1) savings resulting from proactive efforts to restructure postal operations, 
and 2) savings occurring as a result of proactively reducing workhours and other costs 
as a result of reduced mail volume. Combined, these two categories are expected to 
yield savings of $4.1 billion in 2016. By 2016, the estimated savings from network 
optimization (including closing/consolidating mail processing facilities) will be $2.5 
billion and we expect to realize approximately $1.6 billion of savings as a result of 
reducing workhours and other expenses in concert with declining mail volume. 

2. The 5-Year Plan calls for $2 billion in annual savings from reducing post office costs - a target that 
dwarfs the potential savings of $200 million from USPS's initiative to close thousands of small post offices 
in rural areas. How does USPS plan to achieve $2 billion in retail savings by 2016? Will USPS continue to 
target small rural post offices for a disproportionate share of its cost-cutting efforts? 

The Postal Service never targeted small rural post offices for a disproportionate share of 
cost-cutting. Rather, we used an empirically-based methodology to identify Post Offices 
to be studied for possible discontinuance. Once included among potential closures, 
local management has a prescribed course of action, following postal regulations and 
Federal law that involve notifications, community meetings/input, and a localized study 
of the proposed closures impact. The process can and does result in offices being taken 
off the list. 

The $2 billion in annual savings includes several key retail related initiatives, including 
post office discontinuances, as well as $1 .4 billion in expected workload loss, due to the 
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projected volume decline. 

In managing the retail network, the Postal Service has three key areas of focus. The first 
is to reduce our retail costs through increased use of self-service. Currently, only 7% of 
Post Offices have self-service that enables customers to purchase stamps and pay for 
postage to mail letters and ship packages. To achieve cost savings while Improving 
customer experience, the Postal Service will increase deployment and customer 
adoption of self-service in its highest traffic Post Offices. The second emphasis is to 
better leverage retail partners to continue to provide customers with various access 
options to postal services. The third area of focus is to drive more adoption of 
usps.com, mobile, and third party online partners, while continuing to improve the digital 
experience and enhance the ability to transact and purchase postal services online. 

Beyond the changes in the retail structuring and utilization of alternate access points, 
the Postal Service is going to have an increased focus on the non-career Postal Support 
Employee (PSE) hiring provision agreed to in the current Collective Bargaining 
Agreement (CBA) established with the American Postal Worker’s Union (APWU). The 
PSE is a non-career employee that is allowed to be trained in specific skill sets with 
greatly reduced labor costs to the Postal Service. The current CBA allows the Postal 
Service the right to hire PSEs up to 20% of the total Function 4 workforce. The provision 
also allows the Postal Service to hire PSEs above that cap to fill any position Identified 
as “new work”. There will also be a continued focus on managing operational work 
hours to the actual work load, which will also result In reduced operating expenses as 
well. 

3. The 5-Year Plan calls for $3 billion in annual delivery savings apart from the $2 7 billion in savings 
USPS projects it would achieve from 5-day delivery. Where will the $3 billion in additional savings come 
from? 

The majority of the estimated delivery savings (approximately $2 billion) are from 
proactive reductions in workhours resulting from forecasted mail volume declines. The 
remaining $1 billion of savings is attributed to several key operational strategies. 

The Postal Service is utilizing a standardized program, called Delivery Unit Optimization 
(DUO) to increase operational efficiencies by relocating delivery operations to "hub 
facilities” within a district. By relocating the delivery operations of smaller delivery units 
to a typically larger office within 10 miles of the unit, transportation and operational costs 
can be significantly reduced. The savings are attributed to streamlining delivery unit 
clerical and postmaster operations, economy of scale staffing improvements, and 
reductions in facility space. 

We have recently made changes to the regulation of mode of delivery for any new growth 
in residential delivery points (not existing delivery points) in order to ensure the most 
efficient and cost-effective methods are used. This effort represents a change to delivery 
operations regulations and fundamentally changes the street delivery infrastructure for 
new delivery. The changes target regulations in the Postal Operations Manual (POM) that 
allow for various modes of delivery for new or fill-in construction deliveries. The Postal 
Service will now be the final determinant in the appropriate mode of delivery to provide 
adequate and necessary service when new delivery is established or extended. The 
savings will be derived from reducing a portion of the curb-line deliveries added each 
year. 
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We also are taking steps to change existing modes of delivery for business into the most 
efficient modes possibie. We plan to convert substantial portions of the current 5.5 
million business “other” deliveries to centralized delivery. This will be done by 
regulatory change granting the Postal Service the authority to control its mode of 
delivery for both new and existing delivery locations. 

4. Many aspects of the 5-Year Plan are at least somewhat dependent on the cooperation of the postal 
unions Have the unions or management associations endorsed any cost reduction efforts in this plan? 
Have the unions or management associations brought fonvard any ideas that could save or generate at 
least $1 00 million per year? 

The contract with the APWU contained many breakthrough provisions critical to the 
Postal Service's ability to control labor costs. This includes a two-year wage freeze, a 
dramatic increase in the allowable number of lower-cost and more flexible non-career 
employees, a two-tier wage structure, more flexibility in scheduling and a reduction in 
the employer’s contribution to health benefit premiums. These changes will save 
significantly in excess of $100 million annually. Indeed, when compared to the previous 
contract, the new contract was initiaily estimated to save the Postal Service $3.8 billion 
over its term, based on the compiement and attrition projections at the time. 

The unions have not endorsed the network realignment initiative or the proposal to 
reduce the number of delivery days. In negotiations and subsequent dispute resolution 
proceedings with the other unions and in consultation proceedings with the management 
associations, proposals that will save amounts far in excess of $100 million are very 
much part of the discussion, but those proceedings have not yet concluded. 

USPS Proposal for Its Own Health Plan (USPS health care proposah 


5, List all the specific legislative changes needed before USPS can withdraw from the Federal 
Employees Health Benefits Program (FEHBP) and implement its own health care plan. 

The FEHBP statute (chapter 89 of title 5, United States Code) provides that Postal Service 
annuitants are covered by FEHBP. Current employees, on the other hand, are covered 
by FEHBP by operation of 39 U.S.C. § 1005(f), which provides that employees shall be 
covered by FEHBP unless such coverage is “varied, added to, or substituted for” after 
adherence to the Postal Service’s collective bargaining and consultation requirements. 
This provision allows the Postal Service to withdraw non-bargaining unit employees from 
FEHBP without a legislative change, so long as we engage in the required consultations 
with the management associations. Bargaining unit employees can be also be 
withdrawn from FEHBP, but only pursuant to the terms of a collective bargaining 
agreement. 

Legislative change to chapter 89 of title 5 is therefore needed to provide that Postal 
Service annuitants are not eligible for coverage under FEHBP upon the effective date of 
the Postal Service plan. In addition, to allow the Postal Service to establish a new plan 
without securing the agreement of its unions, section 1005(f) of title 39 needs to be 
revised to eliminate the reference to chapter 89. Rather, a new section of title 39 would 
be added that provides that officers and employees are no longer eligible for coverage 
under FEHBP upon the effective date of the Postal Service plan. This new section would 
also authorize the Postal Service to establish a health plan for its officers, employees, 
and annuitants, without undertaking collective bargaining. The Postal Service would 
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have the authority to design the plan benefite, while the level of Postal Service 
contributions would remain subject to collective bargaining. It should also be provided 
that the Postal Service shall not be subject to suit or liability as a result of such 
elimination of FEHBP coverage. 

As part of separating the Postal Service from FEHBP, certain provisions of chapter 89 
governing contributions for annuitant health benefits would need to be revised. 
Specifically, section 8906(g)(2)(A) of title 5 needs to be revised to provide that no further 
contributions would be required from the Postal Service or the Postal Service Retiree 
Health Benefits Fund (PSRHBF) to FEHBP for annuitant coverage once the Postal Service 
plan is established. Furthermore, the legislation would need to provide that the Treasury 
continues to pay a prorated amount for the health benefits of annuitants who worked for 
the Government (including the Post Office Department) prior to the establishment of the 
Postal Service (see 5 U.S.C. § 8908(g)(2)(B)). This amount would be paid to the new 
Postal Service plan. Furthermore, the legislation should amend 5 U.S.C. § 8909 to 
transfer to the new Postal Service plan the portion of any FEHBP contingency reserves 
held by 0PM that are allocable to contributions previously made by the Postal Service 
and its employees/annuitants. 

In addition, the legislation would need to amend 5 U.S.C. § 8909a, which governs the 
PSRHBF. Because the Postal Service would be assuming the health care liability for 
annuitants, it would need access to the assets in the PSRHBF. There are a few options 
the Congress could choose from. First, legislation could return the PSRHBF to a trust 
the Postal Service could establish. Another method would be to retain the PSRHBF, but 
amend the statute to allow the assets in that Fund to be used to pay the Postal Service’s 
contribution to annuitant health coverage under the new Postal Service plan. The 
legislation could also continue to require that the Postal Service prefund retiree health 
benefits, but on an actuarial basis (i.e., the payment of Normal Cost plus an amortization 
payment for the unfunded liability) rather than under the current prefunding schedule. 
The legislation should also require that in calculating the unfunded liability, funding 
assumptions consistent with the calculation of the Postal Service’s pension liabilities 
should be used, rather than the accounting assumptions that are currently used. 

Another option would be to retain the PSRHBF only for use in paying the Postal Service’s 
contribution for the health care benefits of annuitants who have already retired or who 
retire before the effective date of the new plan. The legislation could then authorize the 
Postal Service to establish a trust fund, into which the Postal Service would make 
prefunding payments on an actuarial basis. The legislation should provide that assets in 
the PSRHBF that are not necessary to pay benefits for current annuitants would be 
transferred to the new trust fund. 

A critical aspect of the Postal Service plan is coordinating with Medicare Parts A, B, and 
D in a manner consistent with best practices in the private sector. The plan design 
would incentivize annuitants to enroll in Parts A and B once they become eligible. 
Because a proportion of Medicare-eligible annuitants have not enrolled despite their 
eligibility, legislation is needed that would provide special enrollment periods for those 
annuitants. Furthermore, the iegisiation should also waive the Medicare late enrollment 
penalty for those annuitants. Regarding Part D, the Postal Service will provide 
prescription drug benefits through an Employer Group Waiver Plan. 

6. Does USPS propose funding retiree health care through a trust fund, and if so, how would USPS run 
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the fund? Would USPS merge the Retiree Health Benefits (RH8) Fund into this trust fund, and if so, 
when? If not, when does USPS plan to draw on the RHB Fund? 

In response to questions raised by various members of Congress and other 
stakeholders, the Postal Service has proposed two potential approaches to funding, as 
foilows: 

1 . USPS would continue to make future contributions to the existing Postal Service 
Retiree Health Benefits Fund (PSRHBF), to fund future liabilities and amortize any 
remaining unfunded liability; or 

2. USPS would create a new Voluntary Employees' Beneficiary Association (VEBA) 
trust fund that would be the receptacle for future contributions on behalf of 
current active employees. To the extent that the assets in the current PSRHBF 
were in excess of the funds required to fully cover the liability for current 
annuitants and their dependents, those excess assets would be deposited directly 
to the new fund. 

Either approach would be satisfactory from the perspective of the Postal Service. In 
either approach, however, the assets of the PSRHBF or the VEBA trust would be used to 
pay the claims and expenses (i.e. the premiums) associated with the costs for the 
annuitants and dependents who are the beneficiaries of either the PSRHBF or both funds 
in the event a separate fund is established. 

7, More than 200 plans participate in the FEHBP, and enrollees can choose from a minimum of 13 
nationwide products offered by six different insurance carriers at a uniform premium. Local plan options 
are also available. Would a USPS health plan with fewer choices offer the same level of care and 
coverage as the FEHBP, especially in rural areas? How? 

The Postal Service is committed to providing a choice of health plans to employees and 
retirees - with benefit levels comparable to the FEHBP plans with the highest enrollment. 
The USPS “High” plan will provide more financial protection than the BCBS Standard 
plan and the USPS “Middle” plan will provide more financial protection than the BCBS 
Basic plan. USPS will also sponsor a “Value” plan to offer employees a lower premium 
option that still provides adequate financial protection - and at the same time meet the 
requirements of the Patient Protection and Affordabie Care Act for certain non-career 
employees who will work more than 30 hours per week in 2014. While it is true that 
FEHBP offers a minimum of 13 nationwide products, when these choices were analyzed 
by USPS it was determined that there was very little difference in plan designs and 
overall plan value between most of these options. 

USPS is confident that a USPS health plan will provide excellent provider network 
coverage In rural areas comparable to FEHBP. In December 2011, USPS conducted 
market research with many large medical and pharmacy benefit managers, including 
Blue Cross and Blue Shield, Aetna, CIGNA, United Healthcare, Medco, Express Scripts 
Inc, and CVS/Caremark. All of these vendors also participate in FEHB. One of the key 
areas of research was the availability of medical provider networks in all locations where 
USPS has employees and retirees. Listed below are the results of the network provider 
access research using geo-access technology and standard industry criteria. 
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Location 

Hospital Standard 

Vendor 

1 

Vendor 

2 

Vendor 

3 

Vendor 

4 

Urban 

1 hospital within 5 
miles 

96.9% 

93.1% 

96.2% 

93.5% 

Suburban 

1 hospital within 10 
miles 

98.3% 

97.6% 

98.2% 

97.0% 

Rural 

1 hospital within 20 
miles 

89.2% 

85.1% 

89.0% 

84.2% 


Location 

Primary Care 
Physician Standard 

Vendor 

1 

Vendor 

2 

Vendor 

3 

Vendor 

4 

Urban 

2 providers within 5 
miles 

98.8% 

99.8% 

98.6% 

98.7% 

Suburban 

2 providers within 8 
miles 

99.2% 

99.7% 

99.2% 

98.9% 

Rural 

2 providers within 20 
miles 

94.5% 

93.8% 

94.2% 

93.4% 


Location 

Specialist Physician 
Standard 

Vendor 

1 

Vendor 

2 

Vendor 

3 

Vendor 

4 

Urban 

2 providers within 5 
miles 

98.9% 

99.5% 

98.6% 

99.2% 

Suburban 

2 providers within 8 
miles 

99.3% 

99.4% 

99.2% 

99.1% 

Rural 

2 providers within 20 
miles 

95.1% 

88.3% 

94.4% 

93.0% 


While there are challenges in rural areas, regardless of whether benefits are provided 
through FEHB or a separate USPS plan, USPS has sufficient scale and purchasing power 
to assure that those challenges are met, and the marketplace will be responsive to our 
requirements In that area. 

8. USPS covers approximately 80 percent of the cost of employee FEHBP premiums, compared to 72 
percent for other federal agencies. Under the USPS health care proposal, what share of the premium cost 
would USPS cover? Specify the current and proposed percentage for each of the following, executives, 
non-bargaining employees, and employees covered by each collective bargaining agreement. 

The current contribution formula for non-Postal Federal employees and for all annuitants 
is as follows: 

1 . The first limiting factor is that the employer contribution cannot exceed 72% of the 
so-called “weighted average premium.” That weighted average premium is the 
average weighted by participant counts (Federal and USPS employees and 
retirees and survivors) among all plans included In the FEHBP program for the 
preceding year. The current (2012) year’s dollar limit is $185.75 bi-weekly for self 
only coverage, for example. (That is the maximum employer contribution to any 
particular plan for self only coverage). 
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2. The second limiting factor is that the empioyer contribution cannot exceed 75% of 
the cost of a particular plan. 

That results in an overall average employer contribution for non-Postal Federal 
employees and annuitants of approximately 70% of premiums; the employee 
contributions are approximately 30% of premiums. However, the actual 
contribution to the cost of particular plans varies widely. 

There is a leveraging factor in the determination of contributions for high cost 
plans. That is because once a plan’s cost exceeds the weighted average 
premium, 100% of the additional cost over that threshold is absorbed by the 
participant. 

The result, generally, is that high cost plans cost the participant more than 30% of 
premiums, with some plans costing the participant 40% contributions or more; 
moderate cost plans cost about 27% of premiums; and low cost plans will 
generally cost the employee the minimum cost of 25% of premiums. 

The allocation of costs between employer and employee contributions is the 
subject of collective bargaining between the Postal Service and the bargaining 
groups, and a change in the allocation is subject to consultation with the non- 
bargaining employees who are represented by the management associations. 

The allocation for the bargaining groups can only be changed by agreement of the 
parties, or by the award of an arbitration panel in interest arbitration. While the 
Postal Service has been successful in moving the contributions more closely 
toward the Federal contribution standard since the Valtin arbitration In 1994, there 
remains a fairly large gap, as your question indicates. 

The question correctly observes that the current USPS contributions result in an 
average contribution of roughly 80%/20%. Below is a complete chart reflecting 
the current contribution formulas in place under bargaining agreements and/or 
arbitration awards, and the agreements in place with the non-bargaining 
represented employees. The chart also reflects where the current contributions 
are being changed in future years subject to the terms of those agreements or 
awards. 


Employee 

Group 

2012 

2013 

2014 

2015 

2016 

APWU 

ai%/84.5% 

79%/82.25% 

78%/81.25% 

77%/80.25% 

76%/79,25% 

NALC 

80%/83 5% 

Subject to 
bargaining- 

Subject to 
bargaining. 

Subject to 
bargaining 

Subject to 
bargaining. 

Mail Handlers 

80%/83,5% 

Subject to 
bargaining 

Subject to 
bargaining 

Subject to 
bargaining. 

Subject to 
bargaining. 

Rural Carriers 

81%/84 5% 



Subject to 
bargaining. 

Subject to 
bargaining. 

Subject to 
bargaining. 

Subject to 
bargaining. 
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EAS 

81%/84.S% 

Subject to 
consultation. 

Subject to 
consultation. 

Subject to 
consultation. 

Subject to 
consultation. 

PCES 

91%/94.75% 

82% proposed 

72% proposed 

72% proposed 

72% proposed 

The first number is the percent of the federal weighted av^age formula The second number is the limit upon 
the contribution to any plan 


USPS has proposed in the current negotiations with the NALC and the Mail 
Handlers unions that the Postal Service contribution move to an amount that is 
equivalent to the Federal formula. That is also our proposal to the arbitration 
panel currently considering the Issues involved in our interest arbitration with the 
National Rural Letter Carriers Association. Ultimately, the former will be decided 
through negotiations if the parties can reach agreement. The latter will be decided 
by the arbitration panel under Chair Jack Clark. 

Until 2011, the Postal Service paid the entire premium for executives and their 
eligible dependents. However, in an announcement to our executive staff in 2010, 
we advised those participants that we would be phasing in over three years 
beginning in 2012, a contribution by participants that will reach a contribution 
equal to or equivalent to the Federal FEHBP formula. 

In the proposals to the unions and in our plans for executive staff, we have made 
it clear that our goal is to reach the approximately 70%/30% employer/employee 
allocation that pertains now in the FEHBP formula. 

9. Walton Francis's testimony stated that the "USPS proposals would massively disrupt or destroy the 
FEHBP, the single most successful health insurance program ever operated by the United States 
government. In destroying the FEHBP, the USPS would disrupt the health insurance of 8 million 
Americans, and breach statutory entitlement promises made to millions of Federal retirees." He estimated 
that the total number of national plans would drop from 1 8 to 1 1 . How would USPS’s withdrawal from 
FEHBP impact the program and the remaining federal employees and retirees? How many will have to 
change health plans and find new doctors? 

We would not expect any significant disruption in the FEHBP program. It is hard to 
follow the logic which underlies Mr. Francis’ contention that 0PM is efficiently managing 
a program that currently provides some 200 plan options to approximately 9 million 
participants, but that OPM will be unable to manage with comparable efficiency a 
program that will retain approximately 200 plan options and some 7 miilion participants, 
if the USPS establishes its own plan. It is of course impossible to predict with any 
certainty that the number of nationai pians wouid drop from 1 8 to 1 1 and there is no 
reason to conclude that any of these major plans would choose to exit the system. 

The responses in our meetings with the major health care vendors (as part of our market 
research conducted by our Supply Management group) and the responses of those 
vendors to the written questionnaires we provided them illuminated the fact that the 
marketplace is actively interested in partnering with USPS in a new plan that will 
incorporate the best practices that they pursue in providing health care services not oniy 
within FEHBP, but also with their large private sector and state and local government 
customers. 




100 


We expected that result, and we fully expect that these same vendors (all of whom have 
relationships now with various FEHBP plans) will continue to be equally interested in 
serving a population that, in total, will remain some 3 times as large as the USPS 
population standing alone. 

All these competitors in the health care field depend on scale in their business. That 
scale Is essential both to operate the plans they serve efficiently but also — and more 
importantly in terms of their competitiveness in this marketplace — to use the leverage 
that scale creates to negotiate the most favorable commercial arrangements available 
from health care providers, including network discounts and pharmacy pricing. 

Far from “destroying” FEHBP, a new USPS-sponsored plan would solve some of the 
problems with that system which Mr. Francis has identified. This plan actually has the 
potential to improve that system, by providing examples of how to adopt private sector 
and state and local government best practices and how to resolve some of the major 
problems that Mr. Francis has described in testimony before the Congress and in other 
forums. 

In a presentation delivered in November 2011 to the American Enterprise Institute, Mr. 
Francis identified several of what he described as "Big Flaws” in the FEHBP system. 

Just to cite two examples from his presentation: 

> It has NO risk adjustment mechanism of any kind, which leads to risk 
segmentation and distorts consumer choices. 

> It has never been modified to adjust to the existence of Medicare, even though 
Federal retirees now get Medicare. 

As we have discussed with the various stakeholders with whom we have met — including 
congressional staffs, administration officials, union and management association 
leadership — both of these issues are fully addressed in the USPS proposal in ways that 
will provide great benefit to USPS and to participants, through their lower premium 
contributions. 

USPS is projecting total cash savings in the first year (if our proposal is adopted) of 
$1,755 billion, ignoring the impact on retiree health care liability and the remaining 
scheduled payments under the Postal Accountability and Enhancement Act (PAEA). 

That cash savings will be shared with participants through lower premiums and their 
share of the savings is projected to be $653 million, or about $700 annually per 
participant. 

The first of those flaws identified by Mr. Francis is addressed through the restoration of a 
direct relationship between the value of a plan’s benefits and the cost of the plan at the 
participant level — a relationship which simply does not now exist within FEHBP. The 
second flaw is addressed through our proposals for current and future annuitants, to 
take full advantage of the coverage available to eligible participants through participation 
in Medicare Parts A and B, and the wrap-around plan for prescription drugs, which will 
take full advantage of the savings available under Medicare Part D. 

It is possible that there would be a few plans that would no longer be available or that 
might choose to exit the system. For example, the plan sponsored by the National Rural 
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Letter Carriers Association (NRLCA) is a closed plan, open only to members of NRLCA. 
But those members would be well-served by the new USPS plan. 

It is also possible that some smaller plans might choose to exit the system. There is no 
possibility that plans serving any significant segment of the non-Postai participant 
population under FEHBP would elect to exit the system, in a competitive environment 
where scale is and will continue to be a major factor in determining market share and 
competitive advantage in a segment of the U.S. economy that accounts for more than a 
sixth of the total Gross Domestic Product (GDP). 

Even if some plans exit the system, the disruption in terms of availability of doctors 
should be minimal. The participants are already in a doctor/patient relationship. And the 
overlap of doctors among major health care vendors in particular markets is very 
substantial. In private sector plans (and in state and local government plans) that are 
competitively bidding health benefit arrangements, the plan sponsor uses data driven 
techniques to identify and manage the extent of any disruption that might occur, and 
those techniques will be applied in the Supply Management process that will guide USPS 
procurement efforts. 

10. Under the USPS health care proposal, how much will USPS save annually by shifting costs to 
Medicare, through the Employer Group Waiver Program tied to Medicare Part D? How much will USPS 
cost shifting to Medicare increase the unfunded liability of the Medicare trust fund on an annual basis? 

The USPS health care proposal to include an Employer Group Waiver Plan (EGWP) is 
expected to save $539 million in 2013. Of this, $166 million would come from the 
Pharmaceutical Manufacturers payment of 50 percent of Brand drug costs for retirees 
with drug expenditures in excess of the Initial Coverage Limit. The balance of $373 
million would come from the Medicare Part D program — increasing the Part D program 
costs from $85.2 billion to $85.6 billion. 

The 2011 Medicare Trustees Report projects the 2013 cost for Part A as $287.7 billion' 
and the cost for Part B as $233.7 billion' for a total of $521.4 billion. If all USPS retirees 
who are eligible for Medicare and not currently enrolled in Medicare Parts A and B were 
to enroll, the 2013 expenditures would increase by $0.6 billion to $522 billion. This is an 
increase of 0.1%. 

11. USPS proposes to freeze the dollar amount that it pays towards the employer share of premiums at 
the level it is at when the employee retires. This would force postal retirees on fixed income to bear the 
full brunt of premium increases. Would the exponentially increasing cost for premiums eventually price out 
long-lived retirees from health coverage? Using current medical inflation estimates, how many years 
would the average postal retiree have to live before retiree health care premiums cost for the individual 
and a spouse reach 40% of the average pension^ 

Freezing the dollar amount of the employer subsidy is not currently a part of the USPS 
health plan proposal. 

12. According to Walton Francis’s testimony, postal employees would be more expensive to insure than 


‘ See Table Ml. B4 
'See Table III.C8 
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non-postal federal employees because postal employees comprise a risk pool that is significantly older 
than that of the FEHBP as a whole. He stated that “to provide the identical benefits and premium levels to 
USPS employees that non-postal employees receive will cost about one sixth more per employee or 
about one tenth of the all-employee average." Thus, “the cost of a pullout to the USPS will exceed one 
billion dollars annually to maintain current levels of benefits and premiums." 

a. Is USPS's employee population more or less expensive to insure than non-postal FEHBP 
enrollees? How much more or less expensive? Provide support. 

b. if USPS estimates its population is less expensive (in part a. above), would a USPS withdrawal 
from FEHBP result in higher premiums for remaining non-postal employees? 

c How has USPS's hiring freeze affected its employee demographics in terms of cost to insure? 

USPS does not have access to the health insurance costs for either Postal or non-Postal 
participants in FEHBP. Therefore, it is not known if postal employees cost more to 
insure than non-postal employees. The USPS employee population is a few years older, 
on average, than the non-postal population, while the annuitant population is a little 
younger on average than the non-postal annuitant population. However, given the 
physical nature of most Postal employees’ jobs (including a considerable amount of 
daily walking), their health status may be better and therefore offset some or all of the 
expected higher costs from the demographic differences. The hiring freeze has resulted 
in a slight aging to the postal active workforce; however, the cost to insure is based on 
the overall FEHBP population. 

13. FEHBP annual premium increases have been at or below the private sector. What, if any, assurances 
can USPS provide that it will be able to achieve similar cost containment - particularly in light of the even 
lower health insurance premiums USPS employees currently enjoy and USPS’s stated belief that the 
current collective bargaining process is biased against USPS? 

The new USPS health plan will contain many elements that will assist in managing the 
underlying health care trend experienced by all health plans. The major components of 
the health care trend include: increases in the unit cost of services, increases in the 
number of services used per member, and advances in medical technology. 

To assist in managing the unit cost trend, the USPS health plan will contract with a large 
third-party provider network which uses its combined membership to negotiate the best 
discounts and control price Increases with medical providers. As part of the 
procurement process, USPS will evaluate the network on its ability to offer competitive 
unit prices for medical services. 

The new USPS Health plan will also include many elements that have been proven to 
help moderate medical trend. These include: 

> Wellness and disease management programs targeted to the USPS population. 

> A focus on health improvement using health assessments and health coaching. 

> High performance networks that focus on both cost and quality outcomes. 

> Use of gaps in care technology and opportunities for health improvement. 

> Inclusion of centers of excellence for complex medical conditions, 

> Pharmacy management programs that promote the use of generics and mail 
order. 

14. In his testimony, Walton Francis opposed USPS’s plan to offer a “self and spouse" option because 
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enrollees would be more expensive to insure than those in a "family option." The USPS health care 
proposal plans to charge a lower premium for "self and spouse" than the more expensive 'family option.” 
Why does USPS believe that those employees who would enroll in a “self and spouse” option are 
cheaper to insure than a ‘family option?" Provide support, including key underlying assumptions. 

The Self & Spouse option would cover two adults, whereas the Family option would 
cover two adults plus one or more children. As the Family option would cover more 
lives, its cost would be higher. (Note that if an insurer offered a “family" option at a lower 
price than the “self & spouse” option, couples would enroll in the family option to save 
money). 

The assumptions that were used in developing the costs for the four tiers were: 

> Self & Spouse cost is expected to be 208% of the Self cost 

> Employee & Child(renj cost is expected to be 169% of the Seif cost 

> Family cost is expected to be 274% of the Self cost 

15. USPS has projected its health care proposal will reduce its unfunded liability for retiree health 
benefits. Provide breakdowns of each plan element that would reduce this liability and how much the 
element would reduce the liability. 

In their February 10, 2012 report, HayGroup provided a breakdown in Table 1, on page 3, 
of each element of the Postal health plan that would reduce the liability. A copy of the 
report is attached. 


Table 1 - USPS Retiree Health Benefits Elements 

Funding Assumptions 

Assumes Accelerated Retirements 
(Amounts in Smillions) 

Scenario 

Assumptions 

2013 

Liability 

2013 

Assets 

2013 

Unfunded 

Liability 

2013 Funding 

Current 

Law 

Accounting Liability 

Continued participation in FEHBP 
and declining workforce. No 
additional prefunding payments in 
2011,2012, 2013 

$102,291 

$48,963 

$53,328 

$8,699 


Change from Federal accounting 
standards to OPM OOA funding 
assumptions 

$91,040 

$48,963 

$42,077 

$8,699 

USPS 

Health Plan 
in 2013 
(Element I) 

Non Medicare Annuitants and 
Survivors assumed to enroll in 
Medicare A and B with no penalty 

$74,830 

$48,963 

$25,867 

$4,112 


12 

























104 


Table 1 - USPS Retiree Health Benefits Elements 

Funding Assumptions 

Assumes Accelerated Retirements 

(Amounts in Smillions) 

Scenario 

Assumptions 

2013 

Liability 

2013 

Assets 

2013 

Unfunded 

Liability 

2013 Funding 

USPS 

Health Plan 
in 2013 
(Element 2) 

Includes Element 1, and additional 
savings arising from EGWP + 

Wrap plan for Post- 65 Enrollees. 

$53,903 

$48,963 

$4,940 

$2,191 

USPS 

Health Plan 
in 2013 
(Element 3) 

Includes Element 2, and revised 
four tier retiree contributions 

$59,434 

$48,963 

$10,471 

$2,719 

USPS 

Health Plan 
in 2013 
(Element 4) 

Includes Element 3, and additional 
savings of 8 percent for Pre-65 
retirees from Purchasing 

$57,538 

$48,963 

$8,575 

$2,526 

USPS 

Health Flan 
in 2013 
(Element 5) 

Includes Element 4« and savings 
due to Future Retirees having 
Carve-out. 

$50,385 

$48,963 

$1,422 

$1,753 


16. Will the USPS health plan proposal allow postal employees to select health plan types currently 
available to them through FEHBP, such as the APWU consumer driven health plan? Why or why not? 

Initially, the new USPS health plan will have a choice of three PPO options and a 
staff/group model HMO choice In locations where large numbers of USPS employees 
currently select an HMO option. These are the same types of plans as offered in FEHBP. 
One of the goals of the USPS health plan is to simplify the choices available so that 
participants can make informed decisions about selecting a health plan option. USPS 
would definitely consider adding a consumer-driven or high deductible option as an 
additional choice. 

17. FEHBP is often cited as the gold standard for health insurance coverage by members of Congress, 
and President Obama promoted it as a model for health reform. What specific inefficiencies in FEHBP 
lead USPS to believe that it can run a health insurance program more effectively? 

While there is much to commend in FEHBP, Mr. Francis and others have also been 
candid about flaws in the system. We agree with Mr. Francis that the failure to integrate 
the FEHBP plans with Medicare is among those major flaws. Medicare was signed into 
law by President Lyndon B. Johnson in July 1965. While in the early years relatively few 
annuitants had Medicare (they did not qualify unless they earned enough quarters 
outside Federal employment). Federal employees (including USPS employees) have been 
in the Medicare system since 1984. Yet nothing has been changed over this period to 
integrate the FEHBP plans with Medicare-despite substantial opportunities to do so-and 
to conform with standard, indeed virtually universal, practice in the private sector and 
among state and local governments. This failure is very detrimental to the finances of 
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USPS, but also very detrimental to the interests of participants. 

In FEHBP, annuitants (including Postal Service annuitants) pay 30% of the premiums for 
the plans in which they enroll, on average. Medicare Part A is free. Part B charges for 
most participants is $99.90 per month, which is about 25% of the value of the Part B 
benefit. Since Parts A and B are approximately equal in value (about $5,000 annually for 
each) those participants who elect to participate in both Parts A and B are paying about 
1 2% of the total value of the benefit. 

So, the failure to restructure the plans to assure participation in Medicare results in all 
participants — Medicare eligible annuitants, pre-SO annuitants and active employees 
alike — paying more in premiums than they would otherwise be required to pay. 

Stated more simply — it is a very bad deal for participants to decline to pay the 12% of the 
plans’ costs that would be associated with participation in Medicare Parts A and B, and 
to have those costs shifted to a system in which participants pay on average 30% of the 
costs. But this fact is clearly not well understood by participants. In addition, it 
produces substantial inequity between those 75% of eligible annuitants who do 
participate in both Parts A and B, and the minority who do not enroll in Parts A or B or 
both. Correcting that inefficiency is the centerpiece of the USPS legislative proposal, 
and it is Indisputably in the interests, not only of the Postal Service, but also in the 
interests of all participants. 

A second inefficiency, also referred to by Mr. Francis, is what he calls “risk 
segmentation” and the “distortion of consumer choices.” What this means is that the 
principal driver of what a plan costs in FEHBP is not the relative generosity of the plan’s 
benefits compared with other plans, but how successful (or unsuccessful) the plan has 
been in attracting younger, healthier participants. 

And beyond that, there is a reinforcing mechanism in distorting the relationship between 
cost and value, in this sense. When a plan has a population that consists of overweight 
and/or older participants and annuitants, in order to keep its pricing at least marginally 
competitive it has little choice but to reduce benefits. So a plan that is competitively 
disadvantaged in one year because costs are high and benefits not particularly 
generous, tends to become even higher in costs and less generous in benefits in 
reaction to that positioning, in subsequent years. Such plans eventually price 
themselves out of the market and withdraw from the system, which is w^at happened, for 
example, when Blue Cross/Blue Shield was effectively forced to eliminate its High Option 
Plan a number of years ago. 

In a well-managed set of plans, the plan sponsor takes the steps to initiate and to 
maintain a consistent relationship between cost and value, and that is easily done, even 
when there is significant choice available to participants, with an appropriate spread 
between both the costs and value among the plan choices offered. That is not so easily 
done — and is essentially impossible, as the FEHBP program illustrates — where there are 
more than 200 plan options and each plan must be rated to the claims experience of the 
particular population it serves. 

Another example of inefficiency is the redundant costs that are incurred and the 
economies of scale that are sacrificed by including so many very small plans within the 
system. Measured just by employees, the Blue Cross/Blue Shield plans (Standard and 
Basic) have some 63% of participants within the FEHBP system. That is more than 
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adequate scale to assure that economies of scale are realized and to provide substantial 
leverage in negotiating favorable pricing arrangements from health care providers. 

However, the next largest plan (the GEHA plan) covers less than 6% of all employees, so 
it is less than 1/10* the size of the Blue Cross/Blue Shield plans. The next largest plan 
(the APWU plan) and several other plans cover just under 2% of all employees, so they 
are about 1/30* of the size of the Blue Cross/Blue Shield plans. There are also a very 
large number of very small plans. More than 100 plans cover 5,000 or fewer employees. 
Some 50 plans cover 500 or fewer employees. 

Many of the plans have their own claims system, some developed in-house and some 
rented or purchased from third parties. There are also redundancies in communications 
efforts, day to day administration, call centers and other infrastructure and 
administration requirements that inevitably sacrifice economies of scale or introduce 
other inefficiencies within the system. 

The new USPS plan at the outset will have a much more streamlined, manageable 
system. The system wrill provide employee choice in a set of plans (high, middle and 
value) that will replicate the spread in actual value among the most generous and least 
generous FEHBP plans. 

In addition, HMDs will be offered in those locations where there is significant 
concentration of Postal Service participants in such plans now, to avoid the disruption 
that would otherwise be involved in requiring all such participants to change their 
current provider relationship. 

Participants will have — and will be able to evaluate — a consistent, direct relationship 
between the options offered and their cost. And, that relationship will be managed by the 
Postal Service, in partnership with the unions through the bargaining process, to assure 
that result for participants over time. 

One final point is important, if the FEHBP system were the ideal system for managing a 
large, employer-sponsored health care plan, that would be the system used by the 
largest U.S. private sector health care plan sponsors, and by state and large local 
governments. It is not. Those systems virtually all use a system similar to what USPS is 
proposing, including: 

1. Reasonable but not overwhelming employee choice; 

2. Understandable choices where there is a direct correlation between cost to the 
participant and value, maintained over time by the plan sponsor; 

3. A four-tier or similar system for determining the cost of dependents’ coverage, 
which is more equitable in allocating costs among differently situated participants 
who need dependent coverage; 

4. Comprehensive wellness and care management programs, specifically tailored to 
the needs of the participant population and the physical and other demands of 
their jobs; and, 
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S. Full integration with Medicare, as a key component of affordability among those 
employers who continue to provide health care benefits to their retirees. 

We want our plan to mirror the best of private sector and state and local government 
design elements and operations, and to correct those inefficiencies and flaws found in 
FEHBP, which we and others have identified. 

1 8. USPS has proposed that a LISPS health plan be governed by a committee consisting of LISPS and 
labor representatives. How would this committee work? Would it include representatives of both postal 
labor unions and management associations’ Have unions or management associations expressed an 
interest in such a joint governing body? What role would the committee play in collective bargaining? 

USPS has proposed the following governance process, which has been discussed with 
the ieadership of our unions and management associations, and with other stakehoiders 
including Congress, the administration, representatives of OWIB and 0PM and other 
interested parties: 

1. The plan would have an administration or governance committee, which would 
have equal representation from; 

a. USPS management, and 

b. Representatives of the unions and management associations. 

2. The exact size of the committee has not yet been determined, nor its membership 
and the rotation schedule among the unions and management associations. 

3. in addition to the management and bargaining representatives, there would be a 
neutral member of the committee to break deadlocks should they arise. 

4. The draft Memorandum of Understanding (MOU) shared In negotiations with the 
NALC and the Mail Handlers also provides that there would be competitive 
bidding at periodic intervals unless both parties (management and the bargaining 
representatives) agree to waive this requirement. This requirement will prevent 
one party from indefinitely delaying periodic bidding, which will be essential to 
assure continued competitive pricing and commercial arrangements, regardless 
of the position of a neutral member of the committee. 

The unions and management associations have expressed interest in participating in the 
governance process, if a new USPS plan is established. The committee would not play a 
role in collective bargaining. That would continue to be the responsibility of the Postal 
Service and the particular unions, and that is also true of the consultation process with 
the management associations. 

There are many similar models in place within the private sector, particularly among Taft- 
Hartley plans and collectively bargained plans, for example, for Amtrak’s bargaining 
employees. 

19. Does USPS believe its planned competitive bidding process will result in a sufficient number of 
qualified carriers to meet its stated goals? 

As noted earlier, in December 2011, USPS conducted market research with many of the 
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large medical and pharmacy benefit managers, including Blue Cross and Blue Shield, 
Aetna, CIGNA, United Healthcare, Medco, Express Scripts Inc, and CVS/Caremark. All of 
the vendors expressed a keen interest in working with USPS and demonstrated through 
their written responses the ability to provide a comprehensive national provider network, 
and a strong commitment to partnering with USPS to meet our goals. 

20. Under the USPS health care proposal, would both the premiums and benefits of a USPS-run health 
plan be subject to collective bargaining? 

Yes, both are mandatory subjects of collective bargaining. 

21 Under current law, in order for union workers to be required to join a USPS health care program, the 
plan would need to be agreed upon through the collective bargaining process. What concerns and 
objections have the unions and management associations expressed with regard to the USPS proposal 
for its health plan? 

Realistically, the best answers to these questions would come directly from the 
principals involved — the leadership of the unions and the management associations. 

A common concern that has been expressed to us is, "What happens if the Postal 
Service should go out of business?” That concern has been principally expressed In the 
context of the coverage for annuitants. 

We have explained in response to those raising the question that the liability for the 
current annuitants is already fully funded, i.e. that the current assets in the PSRHBF are 
already sufficient to cover the future premium cost for all current annuitants indefinitely 
into the future. 

Moreover, the changes we have proposed will have the effect of significantly reducing 
the liability for current and future annuitants, especially through taking full advantage of 
the Medicare program consistent with essentially universal practice in the private sector 
and in state and local government programs. That reduction in liability, coupled with our 
plans to continue to fund for retiree health benefits to cover the amortization of the small 
remaining unfunded liability for current annuitants and future annuitants from the current 
active employee population, and to fund for new annuitants, should provide ample 
assurance to all current participants that their needs in this area are fully met. 

Enactment of our proposal with these important changes is among the best ways to help 
assure not just the survival of the Postal Service, but that the organization is financially 
and operationally viable indefinitely into the future. That is an essential outcome for 
current employees and annuitants, as well as the entire mailing industry, recognized as a 
cornerstone of the U.S. economy. 

We remain convinced that this proposal serves not just the interests of the Postal 
Service but that it Is especially beneficial to the almost 2 million participants the new 
health plan will serve. We look forward to the continuing discussions with our unions 
and management associations that will certainly follow if Congress acts to give us the 
authority we are seeking. 

22 Will USPS seek a portion of the FEHBP reserve fund in transitioning to its own plan? 

The USPS seeks an equitable portion of the reserve fund that represents the portion no 
longer needed to maintain “Incurred But Not Reported Reserves” and Contingency 
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Reserves that are no longer needed to address financial insecurity of any particular plan. 
The reserves have been built up from payment of 104% of the expected claims costs, 
plus administration charges, and therefore a portion of the reserve fund is attributable to 
payments made by the Postal Service. As the size of the reserve fund needed for non- 
postal employees is smailer than that needed currently, a portion of the reserves can be 
released to DSPS without affecting the remaining members in FEHBP. 

Timeline of a USPS Default to the Taxpayer 

23. USPS has stated that it plans to default on its retiree health prefunding payments of $5.5 billion due 
August 1st and $5.6 billion due September 30th and warned that it may still run out of money before the 
end of this calendar year. 

a. Prefunding aside, what is the risk that USPS will run out of money this calendar year, considering 
the low cash balance it expects to reach this September and October? What about next year? 

We do not “plan to default". We are working with the Congress and the 
Administration to avoid a default. However, the simple math will show that under 
no foreseeable circumstance will the Postal Service have sufficient funds to pay 
the $11.1 billion prefunding in 2012. 

It is not possible to answer the question as to when we will run out of money with 
certainty. The Postal Service spends over $220 million per day, and must estimate 
cash flows of over $140 billion per year. Just a 1% error in total estimated cash 
flows, would result in a $1 .4 billion change in projected cash balances a year 
hence. A commercial entity the size of the Postal Service should have access to 
cash totaling $7 biliion at any point in time. At many points in the next 18 months 
our access to cash wiil be near zero — clearly not sufficient. Nonetheless, we have 
carefully planned our next 18 months and the results of these estimates are 
provided below. 

As we have noted In briefings previously provided to the Committee, operating 
costs for the Postal Service are approximately $1 .3 billion per week. Barring an 
unforeseen U.S. economic downturn, or increased acceleration of mail to moving 
to electronic means, we expect that our cash (liquidity) level will drop below $1.3 
billion this summer and continue near that perilously low level, but above zero, 
throughout FY 2013. The large cash payments that are required to reimburse the 
Department of Labor for Workers’ Compensation costs in October 2012 and 2013, 
make those months particularly problematic. However, the fall is also the start of 
our historically strongest revenue period and that helps to restore some liquidity. 
However, if our cost-saving efforts are legislatively restrained, our cash (liquidity) 
level could fall to zero by March 2013 and not fully recover. 

b. Provide updated liquidity estimates for 2012 and 2013 that factor in USPS volume, revenue, and 
expenses for FY2012 to date and any updated projections. 

For the first half of FY 2012, mail volumes and revenues have been slightly better 
than our original expectations, though still down from fast year. Partially 
offsetting this are higher costs incurred for fuel and workload labor that resulted 
from the higher-than-expected volume. Moreover, we deferred implementation of 
certain cost-saving strategic initiatives, at the request of many members of 
Congress. Looking forward, potential slowdowns in the implementation of some 
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of our cost-saving strategies may further pressure our finances. The net effect of 
these various impacts is that we continue to expect that we will barely have 
sufficient liquidity to make it through CY 2012 and that the outlook for 2013 
continues to look very challenging. 

c What actions will USPS take to maintain sufficient liquidity? Will USPS consider stopping its 
FERS payments, as it did last year? Not making its workers' compensation payment due mid- 
October to the Department of Labor? Not covering USPS costs to participate in the FEHBP? 

What consequences would result if USPS defaults on these federal obligations? 

The Postal Service will continue to fulfill its mission to deliver the mail, and it 
intends to fulfill its financial obligations to its customers, suppliers, and 
employees. This includes payments to other federal agencies relating to 
employee benefits, with one exception. The only payments that we absolutely 
cannot afford in the near term are the retiree health prefunding payments of $5.5 
billion due August 1^‘, 2012 and $5.6 billion due September 30^, 2012. 

In order to ensure that these commitments are fulfilled, certain legislative changes 
are needed. For example, the return of $11.4 billion in FERS overfunding and the 
adjustment of future FERS employer contribution rates for postal-specific 
experience and assumptions would provide the Postal Service with needed 
working capital, while continuing to assure that the FERS liability is fully-funded. 
Without these adjustments, the unnecessary overfunding of FERS will continue to 
grow. Likewise, adjustments to the Postal Service's health benefits program 
would provide significant additional financial flexibility. 

In the event that legislative adjustments are not forthcoming, management of the 
Postal Service’s liquidity becomes much more challenging. We are continuing to 
reduce costs wherever possible and generate new revenues and, as noted In the 
response to (a.), we expect to have sufficient liquidity through FY 2013, if our cost- 
saving efforts are not blocked by legislation or regulations. We cannot speculate 
as to any consequences that could result in the unlikely event that the Postal 
Service is unable to meet any of its future financial obligations, however 
maintaining service and making payments to our suppliers, contract partners and 
employees would be the highest priority. 

In FY 2011, the Postal Service was forced to temporarily cease making its 
employer contribution to the FERS in order to ensure sufficient liquidity. Prior to 
making this difficult decision, the Postal Service determined that the temporary 
non-payment of the FERS employer contribution would not have any 
consequences for employees or annuitants, nor would it impact OPM’s ability to 
make pension payments. Regarding current employees, the OPM took the 
position during the last fiscal year that employees would not earn creditable 
service during the period in which the Postal Service did not pay the employer 
contribution. 

However, the Postal Service believed that OPIM’s view was inconsistent with the 
FERS statute, and we agreed to take our dispute to the Office of Legal Counsel 
(OLC) at the Department of Justice. In a decision issued last November, and 
recently shared with the Committee, OLC held that the FERS statute does not 
allow OPWI to deny creditable service to employees on the basis of the Postal 
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Service’s non-payment of the employer contribution. 

Regarding current and future annuitants, the non-payment also would not have an 
impact, because it would not affect OPM’s ability to make benefit payments either 
now or in the future. The employer contribution constitutes the Postal Service’s 
share of the FERS normal cost for current employees, meaning it prefunds 
annuity payments that will occur in the future, when those employees retire. 

Thus, non-payment does not affect immediate benefit outlays to current 
annuitants, for which funds have already been set aside. Furthermore, a 
temporary non-payment of the contribution does not affect the ability of 0PM to 
pay the annuity benefits of current employees once they retire, because the Postal 
Service’s FERS account is substantially overfunded. 

In contrast to the FERS payment, the workers’ compensation payments to the 
Department of Labor (DOL) are used by DOL for immediate expenses. The Postal 
Service makes two payments to DOL in October, one to cover workers’ 
compensation benefits paid to Postal Service employees (known as the 
"chargeback” payment), and another, much smaller, payment to cover DOL 
administrative expenses. We understand from prior discussions with DOL that 
the Postal Service’s failure to make the chargeback payment at the beginning of 
the fiscal year combined with a failure by Congress to approve a unified federal 
budget by September 30, 2012, would leave DOL with insufficient funds to pay all 
workers’ compensation benefits for Postal Service and other Federal employees 
by about November 2012, absent some form of additional funding to replace the 
Postal Service payment. In addition, we understand from prior discussions with 
DOL that a failure to make the payment for administrative expenses would affect 
DOL’s ability to administer the system by about November 2012, again absent 
some form of supplemental funding through the unified federal budget or 
otherwise. However, if USPS were to make a partial payment, this could alleviate 
the impact on DOL’s ability to pay compensation claims and administer the 
program. 

The Postal Service's contributions under FEHBP are largely used to cover health 
benefits for employees and annuitants during the plan year in which the payments 
are made. However, portions of the contributions are set aside in a contingency 
reserve fund. The Postal Service has not consulted with 0PM as to the possible 
consequences to employees and annuitants of stopping its contribution. 

The Board of Governors would only consider suspending one or more statutorily- 
required payments after fully considering all relevant information, including the 
consequences of non-payment, and after determining that the non-payment was 
necessary to preserve liquidity so as to allow the Postal Service to continue 
providing prompt, reliable, and efficient delivery of the mail, consistent with its 
statutory obligations under title 39, United States Code. The Postal Service would 
consult with the Administration and Congress in advance of any suspension of a 
payment, in order to explain the decision of the Board of Governors and why that 
decision is consistent with the Board’s statutory duties. 

d Assuming no statutory changes, does USPS anticipate it will soon need congressional 
appropriations to make payroll and payments to contractors? 
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Barring an unforeseen U.S. economic crisis, or acceierated migration of maii 
beyond our expectations, we expect that our cash (liquidity) level will drop to a 
perilously low level, but above zero, throughout FY 2013, However, if our cost- 
saving efforts are legislatively restrained, our cash (liquidity) level could fail to 
zero by March 2013 and not fully recover. 

USPS Financial Condition and Outlook 


24 Provide updated projections of outstanding USPS debt at the end of each fiscal year from FY2012- 
2016, assuming that USPS prefunds retiree health benefits under current taw and USPS borrowing were 
unconstrained by the current $1 5 billion statutory debt limit. 

Assuming that none of the Postal Service’s strategic initiatives are implemented and that 
retiree health benefits prefunding payments are made as scheduled under current law, 
projected debt levels would be as follows: 

2012 - $28.0 billion 

2013- 139,7 billion 

2014 - $54.1 billion 

201 5 - $71.6 billion 

2016 - $92.1 billion 

You should note that, at $15 billion dollars of debt, the Postal Service will be more highly 
leveraged than substantially all large investment grade commercial enterprises, and, 
absent a clear path forward, it would be inappropriate to allow these balances to grow. 

25 Provide updated projections of USPS mail volume, revenues, and expenses for FY201 2 that factor in 
results for the fiscal year to date and updated projections for the rest of the year. 

We are currently in the process of closing the books on Quarter 2 of FY 2012. These 
results will be available in mid-May and will serve as the basis for an updated projection 
of our FY 2012 financial results and our initial planning for FY 2013. We are also 
developing scenarios that allow us to examine the potential impact of changes to our 
plan, such as those that might occur as a result of Congressional action. 

We have identified the following relevant information. 

> During the first half of FY 2012, mail volumes and revenues have been better than 
plan (though still down from last year). 

> Partially offsetting this trend are higher costs incurred for fuel and workload labor 
that resulted from the higher-than-expected volume. 

V The implementation of certain strategic cost-saving initiatives has been delayed at 
the request of some members of Congress, adding more pressure to our finances. 

26 Provide estimated USPS savings achieved in each of the past five fiscal years, and updated savings 
projections for FY2012. 

In the past five fiscal years, we have achieved incremental annual savings that total $13.7 
billion, as shown below. Without these savings, our 2011 net loss of $5.1 billion would 
have been approximately $19 billion. 
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n 

Year 

Incremental 
Annual Savings 
($ billions) 

2007 

$1.2 

2008 

$2.0 

2009 

$6.1 

2010 

$3.0 

2011 

$1.4 

Five Year T otal 

$13.7 


Based on preliminary results through March, we are estimating that 2012 savings wili be 
approximately $1.9 billion, exclusive of any costs for separation incentives (if any). 

a How much of the FY201 2 savings depends on future workforce attrition and future realignment of 
USPS’s operations’ 

The Plan to Profitability calls for a reduction of close to 66,000 people by the end 
of FY 2012. Of this amount, approximately 30,000 people are directly linked to the 
change in Service Standards and the consolidation of mail processing facilities, 
which the Plan assumed would be fully implemented by the end of FY 2012. 

Delays in the implementation of this initiative will have a small financial impact in 
FY 2012, but will have a significant financial impact in FY 2013. 

b. How much of the FY2012 savings will not be realized if USPS decides to maintain current service 
standards and extend the moratorium on closing facilities? 

The potential impact to FY 2012 from further delaying the change in Service 
Standards and the consolidation of mail processing facilities is relatively small 
and represents a loss of approximately $200 million in savings. However, the 
impact on FY 2013 would be dramatic, as the Plan assumes full implementation of 
this initiative in order to realize $2.0 billion in savings. 

As we have noted in many of our communications, our liquidity situation remains 
extremely challenging. We project that we will be operating throughout much of 
FY 2013 with less than one week’s worth of available liquidity. If we are unable to 
implement our strategic initiatives on a timely basis, this would put extreme 
pressure our finances. 

27. Wage costs continue to constitute about half of all postal costs and traditionally have increased on the 
basis of cost-of-living adjustments (COLA) keyed to the Consumer Price Index (CPI). 

a. Provide USPS trend data on wage costs and additional USPS costs resulting from wage 

increases for each fiscal year from FY 2001-201 1 , including total compensation and work hours, 
compensation per work hour and its annual percent change, and the additional costs due to 
compensation increases. 
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Fiscal Year 

Total 

Compensation & 
Benefits 
Expense* 

($ millions) 

Total Nat'l 
Woikhours 
(thousands) 

Hourly 

Rate 

Annual 

Percent 

Change 

FY2001 

$ 

48,853 

1,603,034 


■tggni 


FY2002 

$ 

49,046 

1,527,422 

$ 

32,11 

5,4% 

FY2003 

$ 

47,822 

1,473,793 

B 


1 1% 

FY2004 

$ 

49,582 

1,452,321 

B 

■tSKEI 

5.2% 

FY2005 

$ 

51,599 

1,463,253 

B 


3.3% 

FY2006 

$ 

53,386 

1,458,729 

B 



FY2007 

H 

hbsi 

1,423,001 

$ 

37,46 

2.4% 

FY2008 

e 


1,373,354 

$ 

38.12 

1.8% 

FY2009 

Q 


1,258,025 

$ 

40.45 

6.1% 


m 


1,182,947 

$ 

41,35 

2.2% 


n 

■■ESBEl 

■nEEEEa 

$ 

42,05 



* Excludes workers compensation and retiree health benefits 
expenses. 


b. Provide budgeted USPS data (from the Integrated Financial Plan) for the same fiscal years for 
wage costs, total compensation and work hours, compensation per work hour, and annual costs 
due to compensation increases. 


Fiscal Year 

Total 

Compensation & 
Benefits 
Expense* 

($ millions) 

Total Nat'l 
Workhours 
(thousands) 

Hourly 

Rate 

(includes 

COU) 

Annual 

Percent 

Change 

FY 2001 


N/A 

N/A 


N/A 

N/A 


$ 

52,970 

N/A 


N/A 

N/A 


f] 

53,021 

1.497.422 

B 

■Esn 

■DSSBi 

BJIS&EH 

E 

49,679 

1,455,487 

B 

Km 



$ 

51,111 

1,446,056 

$ 

35.35 

ke^ 


$ 

52,787 

1,445,670 

B 




fa 

53,119 

1,421 ,347 

B 

HBi 

■K3B 

bbesh 

E 

53,163 

1.381 .612 

B 

kebi 


b^sh 

E 


1,223,516 

B 



BQIEBi 

$ 

48,787 

1,179,778 

B 


-3.0% 


ii 


■■RgBiEI 

B 



* Excludes v\ 

expenses. 

orkers compensa 

tion and retiree 

lealth benef 

ts 


28. In your testimony, you stated that labor costs account for 80 percent of USPS total costs, and 38% of 
personnel costs are tied to federal benefits programs outside of our control. 

a. Why did USPS voluntarily agree last year to guarantee COLAs and general wage increases in the 
collective bargaining agreement with the American Postal Workers' Union (APWU)? Isn’t it true 
that the first COLA payable next year will increase USPS annual expenses by $215 million? 
Considering USPS’s looming insolvency, aren’t these wage increases unaffordable? Why is 
USPS not following the example of other bankrupt enterprises and publicly asking APWU to 
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reopen this ill-advised contract? 

The Postal Service’s current contract with the APWU eliminated pay raises for two 
years. Even with the general increases and COLAs after the two-year pay freeze, 
as compared to the previous contract, the new contract was estimated to save the 
USPS $3.8 billion based on the compiement and attrition projections available at 
that time. As such, the responsible course to take was to conclude the agreement 
and realize the significant cost savings. 

COLAs are paid under the contract semi-annually. The first COLA payable under 
the APWU contract will be in March of 2013. Based on the latest available 
projections, this is expected to add about $24 million in annual expenses. 

The next COLA payable under the APWU contract will be in September 2013. 

Based on the latest available projections, this is expected to add $221 million in 
annual costs from that point forward. 

The Postal Service does not have a legal avenue to force the APWU to reopen 
negotiations. Unlike companies in the private sector, the Postal Service does not 
have the option to resort to bankruptcy proceedings. 

b. Why is USPS currently paying nearly 100-percent of the health and life insurance premiums for 
its executives? Should USPS executives lead by example and immediately pay the same share 
as other federal employees? 

The Postal Service has taken severai proactive steps to restrain compensation for 
its leadership and to lead its workforce by example, not only by enacting pay 
freezes for its officer corps in the form of a salary freeze and/or non-payment of 
performance lump sums for the past four consecutive years, but by also 
voluntarily making the decision in November 2010 to change health benefit 
contribution levels for all Postal officers and executives. Beginning in 2012, the 
Postal Service share of the health benefit premium was reduced to 91 percent of 
the federal weighted average premium, and will continue to decrease in 2013 and 
2014 until the percentage matches the percentage paid by employees in the rest of 
the federal government. 

Although the Postal Service made this decision in recognition of projected 
financial pressures, it was not one that was made lightly due to the existing and 
notable discrepancies in base salary and performance award pay between Postal 
Service Executives and Federal Government SES employees. In FY2010 (the latest 
available data from OPM), the average Postal Service’s executive salary was 
$140,898, while that of the Federal Government’s SES level was $167,049, a 
significant difference of $26,1 51 . The following differences should also be noted 
from a performance awards perspective: 
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Postal Executive 

Federal Government 


SES 

Fiscal Year 

Average Performance 
Award 

Average Performance 
Award 

FY2010 

$10,663 

$13,081 

FY2011 

$0 

$11,181* 


Source 0PM Report on Senior Executive Pay and Performance Appraisal Systems for FY201 0. 

• Average estimated based on 0PM' s announcement on Budgetary Limitations for Awards dated 6/1 0/201 1. 
http'//www chcoc gov/Transmittals/TransmitlalDetails aspx'>TransmittaliD=39d7 

Regarding FEGLI, the value for the average Postal executive is approximately 
$558 for Postal executives, a relatively small benefit considering the significant 
level of scope and responsibilities that come with an executive position, and the 
existing compensation differences between the Postal Service and Federal 
Government. 

Even with the Postal Service paying for the full cost of health insurance and 
certain FEGLI premiums for its executives, this only translated to a $4,040 
benefit value over what was provided by the Federal Government, still leaving a 
sizeable pay gap of $22,11 1 between the Postal Service executives and Federal 
Government SES in FY 2010. 

c. Why does USPS not increase the share of health and life insurance premiums paid by other 
non-bargaining employees to the same portion paid by other federai workers? 

The Postal Service is statutorily required to engage in a process of consuitation 
with the management associations prior to issuing changes in pay policies 
affecting such non-bargaining employees. That process is underway, and the 
Postal Service has advanced the position in that process that the empioyer 
contribution rate for health insurance premiums should be reduced to the level 
paid by federal employees. 

d What Is USPS's strategy for reducing its career workforce to 400,000 employees? What 
specific actions will USPS take to incentivize retirement’ 

To reduce the size of the workforce the Postal Service has traditionally utilized 
attrition. On a number of occasions the Postal Service has used Voluntary Early 
Retirement and or retirement incentives to increase attrition. The Postal Service 
will most likely have to offer Voluntary Early Retirement and incentives over the 
next four years to reduce the workforce. 

Nearly half of our roughly 550,000 career employees are eligible to retire or 
participate in a voluntary early retirement. We forecast annual attrition of 
approximately 30,000 career employees. We believe we can reduce our 
workforce to 400,000 career employees with a combination of retirements and 
incented separations. This is based, in part, on the success of our 2009 
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incented separation program which had 21,000 participants. We continue to 
work with our labor unions and management organizations on the terms of 
retirement or separation incentives. 

29. According to annual data reported by USPS, the aggregate cost of postal labor increased 7.1 percent 
in FY 2009, 1,8 percent in FY 2010, and 5.4 percent in FY 2011. (See Total Factor Productivity table 14, 
available at http://www.Drc.aov/Docs/8Q/80526/ChlR2.Q28.xls .) 

a. Does this cost growth include or exclude payments to prefund retiree health benefits? Please 
specify the costs that are factored into these data. 

Total Factor Productivity (TFP) is an economic estimate of the excess of outputs 
over resource inputs. For the Postal Service, TFP is calculated by comparing 
mail volume, adjusted for workload content and deliveries to all labor, material 
and capital resources used. The 2009 - 2011 TFP calculations include an 
estimate of the retirement health benefits (RHB) attributable to current service. 
For each of these years, approximately $1.5 billion was attributed to each year 
as an estimate of the normal (service) cost of RHB earned each year. 

The Postal labor component of TFP includes all personnel-related costs 
(adjusted as described above) with the exception of the interest and discount 
rate adjustment to the workers’ compensation liability, which is not considered 
a resource usage, merely a valuation change and the remaining RHB prefunding, 
which is not associated with any year’s work. 

b. Why did the aggregate cost of postal labor increase by 5.4 percent in FY201 1? 

The FY 201 1 increase of 5.4% in the Price of Aggregate Labor Input represents 
the Increase in the unit cost of the labor component of the TFP calculation. This 
was driven primarily by: (a) an increase in contingent and short-term liability 
expenses associated with employee claims, and (b) the significant increase in 
workers’ compensation expenses associated with the actuarial revaluation of 
existing cases. 

30 USPS has long reported that the decline of profitable First-Class Mail volume is a key reason for 
declining USPS revenue. Provide the total volume, revenue, and contribution of First-Class Mail for 
FY 2000 through FY 201 1 , as well as breakdowns for single-piece and bulk First-Class Mail and 
estimates for future First-Class Mail volume 

Historical First-Class volumes, revenues, and contribution are shown below. 


Total Domestic First-Class Mail 





r 








(in 

millions) 





Attributable 





Volume 


Revenue 


Cost 


Contribution 

FY 2000 


103,525.7 


$35,515.9 


$19,423.5 


$16,092.4 

FY 2001 


103,655.6 


$35,874.0 


$19,768.5 


$16,105.5 

FY 2002 


102,378.6 


$36,479.0 


$19,135.0 


$17,344.0 

FY 2003 


99,053.6 


$37,041.3 


$17,908.7 


$19,132.6 

FY 2004 


97,921.0 


$36,370.9 


$17,458.8 


$18,912.1 

FY 2005 


98,066.0 


$36,052.2 


$18,469.1 


$17,583.1 
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FY 2006 


97,614.1 


$37,030.5 


$19,239.5 


$17,791.0 

FY 2007 


95,895.3 


$37,551.0 


$19,220.1 


$18,330.9 

FY 2008 


91,276.7 


$37,276.6 


$18,264.2 


$19,012.4 

FY 2009 


83,313.7 


$34,955.0 


$17,240.2 


$17,714,9 

FY 2010 


78,549.2 


$33,131.1 


$16,454.7 


$16,676.4 

FY 2011 


73,210.2 


$31,314.0 


$15,483.6 


$15,830.3 










First Class Single Piece (in millions)* 











Attributable 





Volume 


Revenue 


Cost 


Contribution 

FY 2000 


55,088.8 


$22,333.5 


$13,594.4 


$8,739.1 

FY 2001 


53,599.3 


$22,003.0 


$13,546.1 


$8,456.9 

FY 2002 


51,922.5 


$22,044.5 


$13,393.9 


$8,650.6 

FY 2003 


49,104.2 


$21,804.5 


$12,889.6 


$8,914.9 

FY 2004 


47,682.3 


$21,081.9 


$12,543.2 


$8,538.8 

FY 2005 


45,892.8 


$20,260.9 


$12,583.0 


$7,677.9 

FY 2006 


44,365.6 


$20,295.2 


$13,053.5 


$7,241.7 

FY 2007 


42,260.6 


$20,156.1 


$13,029.2 


$7,126.8 

FY 2008 


35,355.6 


$14,854.0 


$8,889.6 


$5,964.4 

FY 2009 


31,633.2 


$13,753.5 


$8,342.0 


$5,411.5 

FY2010 


28,584.9 


$12,752.8 


$7,775.4 


$4,977.3 

FY 2011 


25,846.8 


$11,580.8 


$7,184.6 


$4,396.1 










First Class Presort (Bulk 

(in millions)* 











Attributable 





Volume 


Revenue 


Cost 


Contribution 

FY 2000 


48,436.9 


$12,999.7 


$4,800.2 


$8,199.4 

FY 2001 


50,056.3 


$13,687.0 


$5,131.2 


$8,555.9 

FY 2002 


50,456.2 


$14,227.0 


$5,160.5 


$9,066.5 

FY 2003 


49,949.3 


$14,994.5 


$4,966.9 


$10,027.5 

FY 2004 


50,238.7 


$15,009.7 


$4,860.6 


$10,149.1 

FY 2005 


52,173.3 


$15,521.0 


$5,361.4 


$10,159.6 

FY 2006 


53,248.6 


$16,488.0 


$5,786.8 


$10,701.2 

FY 2007 


53,634.7 


$17,174.8 


$6,190.8 


$10,984.0 

FY 2008 


51,935.9 


$17,060.0 


$5,723.9 


$11,336.1 

FY 2009 


47,933.7 


$16,282.1 


$5,607.2 


$10,674.9 

FY 2010 


46,225.4 


$15,975.3 


$5,398.8 


$10,576.5 

FY 2011 


44,494.5 


$15,488.4 


$5,183.6 


$10,304.8 










First-Class Flats (In millions)* 







1 




Attributable 





Volume 


Revenue 


Cost 


Contribution 

FY 2008 


3,379.7 


$4,056.3 


$2,571.0 


$1,485.3 

FY 2009 


2,864.5 


$3,539.9 


$2,157.5 


$1,382.4 

FY 2010 


2,484.0 


$3,117.7 


$2,148.0 


$969.8 

FY 2011 


2,230.9 


$2,814.2 


$1,946.4 


$867.8 










First-Class Parcels (in millions)* 
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Attributable 





Volume 


Revenue 


Cost 


Contribution 

FY 2008 


605.5 


$1,120.8 


$1,079.7 


$41.0 

FY 2009 


580.8 


$1,113.8 


$1,095.2 


$18.6 

FY 2010 


574.4 


$1,131.2 


$1,132.4 


($1.2) 

FY 2011 


638.0 


$1,284.5 


$1,169.0 


$115.5 



















** Breakouts of First Class Fiats and Parcels were not available until FY2008 


Estimates for future First-Class Mail volume are as follows. 


Total First-Class Mail 


i 


(in billions) 




Volume 

FY 2012 


67.2 

FY2013 


64.2 

FY 2014 


60.1 

FY 2015 


56.3 

FY 2016 


52.9 


31. In its Annual Compliance Determination for FY2011, the Postal Regulatory Commission (PRC) 
reported that "Standard Mail Flats generated revenues $643 million less than its attributable costs, yet 
USPS has repeatedly failed to utilize existing pricing options to address this growing Standard Mail 
intraclass subsidy," What is USPS’s response to this statement? 

The Commission is referring to the limited pricing flexibility that is available to the Postal 
Service under the “cap” mechanism. Under that mechanism, it is indeed possible to 
address the issue the Commission identifies; however, price increases for Standard Mail 
overall (which includes a much higher volume of advertising letters) must stay under the 
inflation-based “cap". For instance, if the Postal Service were to greatly increase the 
prices for “Flats”, it would have to offset those price increases through lower prices on 
other Standard Mail. There would not be a net financial gain since the average has to 
stay within the cap; in fact, large price changes could have a negative financial 
implication. 

In the FY 2010 Annual Compliance Determination, the Commission directed the Postal 
Service “to increase the cost coverage of the Standard Mail Flats product through a 
combination of above average price adjustments, consistent with the price cap 
requirements, and cost reductions until such time that the revenues for this product 
exceed attributable costs.”’ 


’ 2010 Annual Compliance Determination at 106. The Postal Service sought judicial review of this 
directive because it is (1) contrary to the express terms of the PAEA, (2) beyond the Commission's 
authority in the context of its review of an annual compliance report, and (3) arbitrary and capricious in 
that the Commission failed to address the argument that such a course of action may actually result in 
less contribution and, therefore, have a negative impact on the Postal Service's financial stability The 
court recently concluded that the Commission's decision was arbitrary and capricious. 
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In FY 2011, as a class, Standard Mail had a cost coverage of 147.6%, an increase from the 
FY 2010 cost coverage of 146.6%. Therefore, the Postal Service continues to remain in 
full compliance with 39 U.S.C. §3622(c)(2), which requires that market-dominant products 
cover costs as a class, not on a product-by-product basis. 

In its Notice of Rate Adjustment, (Docket R2012-3), filed with the Commission on October 
1 8, 201 1 , the Postal Service increased the price of the Flats product by more than the 
average price increase for Standard Mail. In order for the Postal Service to maximize its 
revenue, it looks at Standard Mail as a class. If it had increased Standard Mail Flats 
prices by a higher percentage, the overall increase for the Standard Mail Class would still 
have been the same, since other products would have had to be increased by a lower 
amount, in order to stay within the price cap. 

The Postal Service remains concerned about the financial health and long-term viability 
of the catalog industry, a major user of the Flats product, and so the Postal Service has 
used its pricing flexibility to keep Flats price increases moderate, even though the 
product’s price increase is slightly above the cap. This approach reflects ongoing 
concern that the condition of the catalog industry and the economy generally suggest 
that substantially larger than average Flats price increases may result in volume declines 
that may undermine the viability of this product. In addition, potential operational 
changes, including network optimization, could substantially reduce operating 
expenditures. Thus, a balanced approach of moderate price increases in conjunction 
with cost savings will, over time, begin to address the cost challenges faced by this 
product. 

Non-postal Initiatives 


32, You testified that DSPS is in the process of establishing a group to take a lead on digital 
transmission. What are USPS’s plans for “digital mail” senrice? In answering this question, provide the 
Committee with full answers and redacted responses for the record, 

a Describe options that DSPS has considered in this area, particularly those that remain under 
consideration, the investment that would be necessary to enter this highly competitive area, 
and the expected profits, if any, in the first five years. 

> Digital Group - A ‘digital group’ has not yet been established. However, the 
U.S. Postal Service is committed to seeking ways to innovate. 

^ Digital Mail - Under the Postal Accountability and Enhancement Act (Title 39, 
Section 102 (5)] a postal service is defined as “the delivery of letters, printed 
matter, or mailable packages, including acceptance, collection, sorting, 
transportation, or other functions ancillary thereto...”. The Postal Service is 
also largely forbidden from providing non-postal services. As written, this 
statute restricts U.S. Postal Service innovation to exclude pure digital 
services where all aspects of the production, transmission and delivery of 
mail are digital in nature. Thus, to be permissible under current law, digital 
services must have a relationship to the production, transmission, or 
delivery of hardcopy mail. Therefore, no pure digital services without the 
requisite connection to hardcopy mail are being considered or developed at 
this stage. 

> Solutions Under Consideration - In line with its current authority, the Postal 
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Service has been evaluating how it may support innovation of the physical 
mail / package experience through the use of technology. This focus has 
been on “hybrid" solutions where some aspects of the production, 
transmission and delivery of mail leverages technology but also involves 
hard copy. (An example of this type of solution includes the Apple card 
mobile app where consumers are able to create greeting cards via their 
mobile phone and subsequently have those cards physically created through 
Apple’s print facility and entered into the mailstream). Options under 
consideration involve developing hybrid solutions to help customers better 
manage their physical mail and packages. To broaden the scope of 
innovation, this could include making assets of the organization available for 
private sector providers to scale existing and/or new hybrid tools. It also 
includes development of hybrid tools that the American public would only 
trust the U.S. Postal Service to develop and manage on their behalf. 

Investment for Innovation -The Postal Service is considering investments in 
innovative solutions while supporting other innovations across the mailing 
industry. Investments recently made to the usps.com platform will be 
leveraged in the organization’s effort to enhance its constituents’ experience 
around mail and package management. The Postal Service does not plan to 
make investments to position itself as a competitor to the mailing industry. 

b. How much has LISPS spent on digital mail service? What expenditures are planned? Report 
annual expenditures to date and budgeted expenses for FY2012, including on information 
technology and on USPS employees, consultants, and contractors working on this effort, 

^ Digital Mail Spending - The Postal Service has not spent funds on digital mail 
services. Rather, the organization has spent funds to evaluate its 
constituents’ needs (consumers as well as businesses) and how it may 
leverage its assets to support innovation in the mailing industry. This work is 
focused on how the organization’s involvement could benefit consumers as 
well as businesses as it does today via its physical network. 

^ Research & Strategy Spending - The Postal Service has retained the Boston 
Consulting Group (BCG), a leading strategy consultancy, to provide 
guidance on how the organization should approach digital innovation. BCG 
has supported other postal organizations around the world in their efforts to 
develop feasible innovation strategies. T o date, the organization has spent 
$1.7 million on research and strategy consulting services. 

in FYs 2010 and 2011 combined, approximately $1 million was spent studying 
potential digital mail services. In the first six months of FY 2012, approximately 
$2.6 million has been spent on digital mail services, compared to an FY 2012 
total expense budget of $6.5 million. This includes the cost of all employees, 
consultants and contractors associated with this effort. 

c. What management review and approval has been given to digital mail and related initiatives? 
Provide Decision Analysis Reports and other documents reviewed by USPS management and 
the Board of Governors 

> Management Review & Approval - Postal Service management has only 
approved the evaluation of the role the organization could play to support 
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innovation in the maiiing industry. No approval has been granted to pursue 
digital mail initiatives which are prohibited by the Postal Accountability and 
Enhancement Act [Title 39, Section 102 (5)] mentioned earlier. Accordingly, 
no Decision Analysis Reports or other formal analyses or evaluations exist. 

Mail Processing 

33. USPS reports that as of 201 1 , it eliminated approximately 200 mail processing facilities in the past 
five years while providing a "soft landing* for employees through retirements and reassigning staff. In 
Figures of your testimony, you project the elimination of over 200 more mail processing facilities by 201 3. 
In closing these facilities, what is your projected workforce reduction? 

The Network Rationalization concept, including the proposed service standard rule 
change and the consolidations, is projected to result in a workforce reduction of 
approximately 30,000 employees. 

34 What criteria and methods does USPS adopt to determine whether to close or consolidate facilities? 
Specifically, how did USPS select which mail processing facilities to close? 

A least cost optimization model was used to assign mail volume by 3-Oigit ZIP Codes to 
processing plants based on the proposed operating concept. The model output was 
used as a framework for discussion with subject matter experts to determine the 
feasibility of the consolidation opportunities. The opportunities were adjusted based on 
expert insight and became the basis for the Area Mail Processing (AMP) feasibility 
studies. 

An AMP study is an iterative process that determines whether a consolidation is feasible, 
if a valid business case exists, and if the consolidation is in the best interest of the 
Postal Service. This process incorporates public input into the final decision. The 
feasibility is examined by determining if the volume can be transported to the new site 
and processed within the required processing window with mail processing equipment 
that will physically fit inside the facility. The business case estimates are based upon the 
projected expenses of mail processing labor, management, transportation, and 
equipment and facility maintenance. The public input process is used to modify the 
consolidation plan as necessary to meet customer needs. 

35. Total mail volume peaked at 213 billion pieces in FY2006 but dropped to 168 billion pieces by 
FY201 1 and is expected to drop to 144 billion pieces by 2016 According to some mailers, at its peak, 
USPS had the capacity to process up to 300 billion pieces of mail each year. 

a. How much excess processing capacity does USPS have in mail processing? Please summarize 
the higher costs resulting from excess capability and give some supporting examples. 

Historically, to a great extent, postal mail processing and transportation network 
infrastructure and mail processing technology have been configured and 
designed to accommodate pursuit of the service standards applicable to First- 
Class Mail, with considerable emphasis on meeting overnight service standards. 

The benefits of automated Delivery Point Sequencing (DPS) are so substantial that 
the Postal Service has invested considerably in such equipment and has 
expanded facility capacity to accommodate the machinery. Investment in 
additional machinery and facility space was prudent and affordable during periods 
when mail volume was more robust and growth could confidently be predicted. 
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However, overall volumes have declined sharply, and the mail mix has changed, 
yet service standards and the mail processing network required to meet those 
standards have remained the same. 

To maximize the volume that can benefit from DPS on any given delivery day, the 
operation must be conducted during a narrow time window before dispatch. This 
window occurs in the early morning hours of each delivery day in order to ensure 
that a maximum degree of First-Class Mail with an overnight service standard can 
reach this downstream operation and meet its delivery standard. 

The combination of the overnight service standard and short DPS processing 
window inherently requires the USPS to maintain excess capacity. The majority 
of DPS processing equipment is solely used for DPS processing and thus remains 
idle throughout the remainder of the day. 

Therefore, significantly more DPS equipment is required to be available to operate 
at more mail processing plants (or large Post Offices) than would be required with 
an expanded operating window, due to the relaxation in First-Class Mail service 
standards. This equipment occupies more total floor space, requires the 
deployment of more maintenance personnel and supplies at more locations, and 
generates more operating cost than if other operational and service requirements 
were in effect. Also, the transportation being operated between mail processing 
plants and from each plant to its subordinate delivery is higher than it would be 
than under different circumstances. 

b Summarize the benefits that USPS expects to achieve from increasing mail processing 
operations from 5-6 hours a day to 16-20 hours a day. 

By expanding the processing window and relaxing the overnight service standard, 
the number of pieces of equipment required to process DPS could be significantly 
reduced. This larger operating window also allows mail to be transported further 
distances to be processed. Therefore, fewer pieces of equipment are required and 
are able to be consolidated into fewer facilities nationwide. This results in a 
reduction of approximately half of the existing USPS processing facilities. This 
would result in fewer trucks going between fewer facilities, fewer maintenance 
personnel required to maintain fewer facilities and machines, and fewer 
management personnel required to oversee fewer operations. 

The expanded operating window and altered mailer entry times will provide an 
environment in which all DPS volume is at the facility, ready to be processed at 
noon each day. This allows the USPS to be able to staff and schedule personnel 
according to the known mail volume. The annual savings associated with 
expanding the operational window by way of a reiaxation in First-Class Mail 
service standards is estimated to be approximately $2.5 billion per year. 

0 . How many more processing facilities would USPS need to close in order for processing capability 
to match the declining workload? 


The number of processing facilities in the network is determined by the First- 
Class Mail service standards. The change of these standards will allow the USPS 
to consolidate approximately half of the existing processing facilities within the 
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network with today’s mail volumes. The proposed First Class service standard 
change provides the framework to continue to consolidate facilities as volume 
continues to decline. 

Post Offices and Retail Postal Service 

36 Postmaster General/CEO Patrick R. Donahoe said that DSPS is "developing a number of 
alternatives to dosing post offices that could sustain offices In rural communities." However, over 70% of 
the post offices the USPS in the Retail Access Optimization Initiative (RAOI) are in rural Zip Codes, 

a. What criteria has USPS used to select post offices for the RAOI? To remove them from the 
RAOI? 

The initial RAOI process was a “top down” look at Post Offices. It was never the 
intention that all offices identified in RAOi would be discontinued or closed. 

These facilities were selected to be “studied” to determine the probability of 
discontinuance. The criteria for selecting offices to place in the RAOI study were 
as follows: 

Group 1: Less than $27,500 in annual revenue and less than 2 hours of earned 
daily workload. This group included an exception for the state of Alaska where 
the criteria of $27,500 was reduced to $10,000 in annual revenue. 

Group 2: Less than $600,000 in annual revenue and five or more access points 
within 2 miles. 

Group 3: Less than $1 million in annual revenue and five or more access 
points within Va mile. 

Group 4; This category of facilities includes Post Offices that were undergoing 
locally-initiated discontinuance studies under the guidelines of the previous 
USPS Handbook PO-101. These offices were brought forward into the new 
provisions as Group 4 and represented approximately 260 Post Offices. 

There are no established specific criteria for removing an office from the RAOI. 
This is done on a case-by-case basis. The precise reason the RAOI offices were 
selected by Headquarters for “study” is that from the Headquarters level we 
cannot know all of the local issues that a closure would create. The community 
meetings as well as the logistics play a role in the process. To date, 432 RAOI 
identified offices have been removed from the list. 

b What savings does USPS project from closing post offices remaining on this list? 

Initially, the Postal Service estimated the savings under the RAOI to be up to $200 
million in savings “if every office identified for study closed. 

RAOi is an established process that begins with Headquarters submitting a list of 
offices to the field for consideration. Once receiving the list from Headquarters, 
local management has a prescribed course of action, following Postal Regulations 
and Federal Law that involves notifications, community meetings/input, and a 
localized study of the proposed closures impact. Because of the very nature of 
these requirements, it is not possible to predetermine which offices will eventually 
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be closed and which will remain open; tfierefore, there is no probability of making 
an accurate projection of the potential savings to be realized. Historically, studies 
have sometimes resulted in offices being taken off the list. That impact cannot be 
calculated until each study is completed. 

As you reference in your question, the Postal Service is considering other 
alternatives to match retail service with community demand that do not 
necessarily require facility closures while still achieving savings objectives. 

c. USPS removed offices from this iist and posted a list of “safe" offices Given that non-rural offices 
comprised only 30% of the original list, why are 50% of the "safe" offices classified as non-rural? 

The Postal Service is not aware of any “safe” list of offices. The very nature of 
RAOl was that Headquarters would generate a list of offices fitting the specific 
criteria listed in question 7(a), and then the local offices would conduct 
operational studies and get community input. Local management would then 
analyze the feasibility of the proposed discontinuance and submit their 
findings/conclusions to Headquarters for a final determination. Some offices have 
been removed from the initial RAOl list as a result of a case by case review, but 
they have not been placed on a “safe” list because operational changes may 
result in further considerations, which could lead to a future discontinuance. 

37. Effective May 23, 2011, Article 7.3 A. 1 of the APWU Collective Bargaining Agreement, prohibited 
Post Office employers from hiring any part-time regular clerk staff The Agreement also prohibited Level 
21 and above Post Offices from hiring part-time flexible clerk staff Our Committee is concerned that the 
inability to use a sufficient number of part-time employees impairs effective and efficient customer service. 
Specifically, over-reliance on full-time employees to meet peak load demand at Level 21 and above Post 
Offices results in expensive Idle time costing USPS more than $40 per hour in wages and benefits. 

a Would a greater reliance on part-time employees help address customer service concerns such 
as longer lines at peak times? 

There will not be a greater reliance on full-time employees as a result of the APWU 
collective bargaining agreement. While the losses of part-time regular and part- 
time flexible resources cited above are correct, the agreement also afforded the 
Postal Service a new low cost flexible resource, the Postal Support Employee 
(PSE). We are allowed to hire PSEs to 20% of career complement. We do plan to 
utilize this new flexibility to help address customer service concerns such as 
longer lines at peak times. 

b. Compared to the heightened reliance on full-time employees, how much would USPS save if it 
had the flexibility to hire more part-time employees'? 

As stated above, there is not a heightened reliance on full-time employees. To the 
contrary, the new National Bargaining Agreement signed with the APWU allows 
for greater flexibility than prior to the agreement, as we are now permitted to add 
non-career PSE’s. The PSE workforce is a skilled non-career workforce that can 
be trained to work in retail operations as well as scheme trained for sorting mail. 
PSE’s can represent 20% of the entire Customer Service and Retail workforce, and 
may exceed the 20% cap filling any position identified as “new work". The new 
language also introduced the Non-Traditional Full Time Employee, which allows 
the Postal Service flexible new ways in which to define a full-time employee 
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ranging from working 6-days per week at 6-hours per day, up to 10-hours per day, 
4-days per week. 

c. With a greater reliance on full-time employees, how much idle time has LISPS logged for clerk 
staff? Provide data displaying all clerk staff hour logs, including idle time and over-time for 
FY2010-FY2011. 

As discussed above, there is not an increased reliance on full-time employees. As 
shown below, APWU clerk hours decreased by 5.3% in 2011, while casual (non- 
career) clerk hours increased by 10.4%. In addition, overtime hours for the APWU 
clerk craft decreased by approximately 98,000, while overtime hours worked by 
casual employees increased by almost 47,000. 


USPS Clerk Hours 1 

1 


2011 

2010 


Hours 

% Of 

Total 

Wkhrs 

Hours 

%of 

Total 

Wkhrs 

Overtime 





Bargaining 

17,475,452 

6.5% 

17,573,947 

6.2% 

Casuals 

419.697 

0.2% 

372.858 

0.1% 

Consolidated 

17,895,149 

6.7% 

17,946,805 

6.3% 






Workhours 





Bargaining 

260,007,956 

96.6% 

274,491,315 

97.1% 

Casuals 

9.038.832 

3.4% 

8.186.579 

2.9% 

Consolidated 

269,046,788 

100.0% 

282,677,894 

100.0% 






Workhour % change over 2010 




Bargaining 

-5.3% 




Casuals 

10.4% 




Consolidated 

-4.8% 





The Postal Service does not maintain comprehensive idle time logs. 

38, How has the agreement with APWU — ^which included no layoff protection, limited excessing of 
employees, limited outsourcing and returned thousands of jobs that were subcontracted back to postal 
employees provided USPS with flexibility to effectively realign its workforce? 


The Postal Service has a number of tools to adjust and reduce its complement. The 
provisions of Article 12 provide for involuntary reassignments from positions no longer 
required to needed positions in the same or different crafts. Article 12 also permits 
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withholding of vacancies for future placement of such employees. Attrition, thus, can be 
used to reduce the overall complement numbers as well as for the reassignment of 
existing employees. Given the tenure and retirement eligibility of a sizeable percentage 
of APWU employees, there is at least the potential for significant attrition. Use of the 
Voluntary Employment Retirement Authority can increase that rate. In addition, non- 
career employees can be terminated at any point for lack of work, and there are 
programs in place to encourage voluntary reassignment to needed positions. 

39. LISPS claimed the agreement with APWU would save USPS close to $4 billion over its 4 1/2 year life. 
However, there is little transparency of the basis of this claim or what the true financial effects will be of 
the agreement. Provide the following information with the supporting documentation for each financial 
estimate, including supporting assumptions. 

a. To date, how much savings has the USPS generated under this agreement? Provide data from 
FY2010 and FY2011 demonstrating these savings. 

Our estimates indicate that the APWU agreement produced savings of 
approximately $100 million during FY 2011 (the contract was effective for just over 
four months of FY 2011). In addition, we estimate that for the first six months of 
FY 2012, the agreement has produced an additional $275 million in savings. 

b. What is the USPS expected savings under this agreement in FY2012-FY2016? Provide data 
supporting your assumptions. 

In March 2011, we estimated that cumulative FY2012-FY2015 operating savings 
from the APWU contract would add up to $3.8 billion. That estimate excluded the 
cost savings impact of our Strategic Initiatives (Networks, Delivery, and Retail) 
and Five-Day delivery. Additionally, the $3.8 billion cost saving estimate was 
based on higher mail volume projections than the ones reflected In our current 
Plan to Profitability. 

The annual savings originally estimated in March 2011 are shown below. 


Sources of savings: 

FY 2011 

FY 2012 

FY 2013 

FY 2014 

FY 2015 

Total 


Noncareer workforce 
flexibility 

$53 

($59) 

($311) 

($559) 

($682) 

($1,558) 


New career pay 
schedule 

($13) 

($32) 

($57) 

($86) 

($162) 

($350) 


Salary freeze & COLA 
deferral in 2011 & 2012 

($189) 

($426) 

($516) 

($323) 

($315) 

($1,769) 


Health benefits 

$0 

$0 

($32) 

($61) 

($87) 

($180) 


Total 

($149) 

($517) 

($916) 

($1,029) 

($1,245) 

($3,857) 


Critical assumptions that were made in developing these estimates include the 
mix of career and non-career employees, health benefits cost increases and the 
growth in the CPI. 

Thus far, savings under the APWU agreement have been generally in line with 
expectations. The APWU contract gives management a much higher degree of 
flexibility to react to changes in mail volume than had been previously available. 
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In addition, we have the opportuni^ to further expand the pool of non-career 
employees to a greater extent than was considered in the original analysis, which 
may create the opportunity to realize further savings. Future savings may also be 
dependent on the outcome of Postal reform legislation, which may dictate the 
extent to which we can enact our strategic initiatives or other cost savings 
measures. 

APWU Contract 


40 According to the 201 0-2015 collective bargaining agreement between USPS and the American 
Postal Workers' Union (APWU, USPS must Insource at least 600 Postal Service Vehicle (PVSj routes 
when their contracts expire. USPS and APWU also agreed to review about 8,000 other existing Highway 
Contract Route (HCR) contracts. 

a Does this still make sense in light of USPS plans to streamline its mail processing network and 
related transportation and eliminate costly in-house excess capacity? 

Yes, mail will continue to be transported, even in a streamlined network. In 
addition, 75% of the work returned to the APWU will be assigned to lower-cost 
non-career PSE’s. The hourly wage of PSE drivers is no more than $15.85 an 
hour, with certain limited exceptions. PSE’s can be utilized to drive the excess 
equipment capacity and replace the cost of the HCR contracts. 

b. How much will these insourcing provisions raise USPS costs? Provide supporting documentation. 
If no documentation was prepared, explain why USPS entered into this provision without this 
fundamental analysis. 

A determination was made during negotiations for the APWU agreement that there 
were 600 routes that could be returned in-house without net additional cost. The 
Postal Service chose the 600 routes to convert and anticipated that the majority of 
the driving work on the HCR routes could be absorbed into existing PVS routes. 
These routes have recently been determined and verified. 

c. How many PVS and HCR routes have been insourced to date? How many are planned to be 
insourced by the end of this calendar year? Next calendar year? 

The HCR routes that will be returned in-house to create 600 PVS routes will take 
place by July 1, 2012. Additionally, the Postal Service will review HCR routes each 
year for the next 3 years. The review of each route will determine if the HCR route 
(or a portion thereof) can be performed at a lower cost by PVS drivers. A decision 
will then be made based on cost, overall operational needs and customer service. 

d For each PVS and HCR route that has been insourced, provide the cost comparison that USPS 
conducted prior to insourcing and explain why the route was insourced, particularly if outsourcing 
the route would have been the best value. If no cost comparison was conducted, please explain 
why. 

The Postal Service agreed to return a limited amount of work to the APWU as part 
of the overall negotiated agreement The 600 HCR routes will be returned on or 
about July 1, 2012. The original cost comparison was based primarily on 
absorption of the work into routes currently driven by Postal Vehicle Service 
drivers. For any additional HCR routes to be reviewed, a cost comparison wiil be 
performed. Consideration of all overall operation needs, inciuding wage rates. 


37 



129 


fleet needs, maintenance capabilities, vehicie parking, and route logistics will be 
made prior to the insourcing of any routes. In addition, the termination of any 
HCR contract must not incur or cause any additional cost to the Postal Service. 

e. Provide any other cost comparisons that have been completed under this USPS-APWU 
agreement for other PVS or HCR routes. 

No other cost comparisons have been done. 

41 The 2010-2015 USPS-APWU collective bargaining agreement listed 20 Contract Postal Units (CPUs) 
that were required to be closed, regardless of their profitability and value to customers, In addition, USPS 
agreed to meet with APWU whenever USPS requests USPS consider options for additional full-service 
CPUs or any new or existing CPUs in close proximity to USPS retail facilities. 

a. Why did USPS agree to close the 20 CPUs? What were their overall revenues and contribution to 
USPS's financial well-being? 

The Postal Service agreed to close the 20 CPU’s (out of the approximately 3,600) 
as part of the overall negotiated agreement with the APWU, which resulted in 
billions of dollars of labor cost savings. The Postal Service selected the 20 
facilities to be closed. The majority of the CPU’s selected were in close proximity 
to existing post offices where the same type of retail products and services were 
being offered. These post offices have absorbed the work performed at the CPUs 
that were closed. No net loss of revenue is anticipated. The total revenue for the 
20 offices in 201 1 was $5.2 million dollars, which includes $252,000 in box rental. 
The post offices in close proximity have taken over the box rental. The revenue is 
also offset by compensation to the CPU vendors of $1.42 million In 2011. 

b. Has USPS entered into further discussions with APWU regarding other CPUs? If so, what was 
agreed on? Provide minutes and documentation of any such meetings. 

Meetings were held with APWU representatives on September 26, October 3 and 
19, and November 22, 2011. No additional CPUs are scheduled to close at this 
time. The Postal Service does not prepare or maintain meeting minutes for such 
meetings. 
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